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RULES 


The following releases relate to self-regulatory agency 
rule proposals and/or adoptions: 


34-12416 34-12422 34-12431 
34-12419 34-12426 34-12432 
34-12421 34-12427 34-12439 


34-12441 
34-12442 
34-12443 


33-5705 AMENDMENT TO-~ RULE 
23(b) OF THE SECURITIES 
AND EXCHANGE COMMIS- 


SION'S RULES OF PRAC- 


NOTICE OF ADOPTION OF 
AMENDMENTS TO FORMS 
S-1 AND S-7 AND OF PUB- 
LICATION OF AN AMEND- 
MENT TO GUIDE 28 OF 
THE GUIDES FOR THE PRE- 
PARATION AND FILING OF 

EGISTRATION STATE- 

ENTS UNDER THE SECU- 
RITIES ACT OF 1933, AND 
NOTICE OF ADOPTION OF 
AMENDMENTS TO FORMS 
10 AND 10-K AND OF PUB- 
LICATION OF AMEND- 
MENDTS TO GUIDE 2 OF 
THE GUIDES FOR THE PRE- 
PARATION AND FILING OF 
REPORTS AND PROXY AND 
REGISTRATION STATE- 
MENTS UNDER THE SECU- 
RITIES EXCHANGE ACT 
OF 1934 RELATING TO THE 
DISCLOSURE OF _ ESTI- 
MATES OF OIL AND GAS 
RESERVES 


34-12440 PROPOSAL TO ADOPT 
RULES 17Ad-1, 17Ad-2, 
17Ad-3, 17Ad-4 and 17Ad-5 
UNDER THE SECURITIES EX- 
CHANGE ACT OF 1934 PER- 
TAINING TO CERTIFICATE 
TURNAROUND TIME, RE- 
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PORTING REQUIREMENTS 
RELATED THERETO, RE- 
SPONSE TIME FOR CON- 
FIRMATION REQUESTS 

AND OTHER CORRESPON- 
DENCE AND RECORD- 
KEEPING REQUIREMENTS 
FOR REGISTERED TRANS- 
FER AGENTS. (S7-631 
Comment Period Expires 
July 2, 1976) 
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LITIGATION 


LR-7386 SEC v. General Tire & Rubber 
Co., et al 

Injunction by consent en- 
tered in improper payments 
case. Ancillary relief 
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LR-7392 SEC v. Emersons Ltd., et al. 
Injunction by consent en- 

tered in improper payments 

case. Ancillary relief 
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SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 5705/May 12, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12434/May 12, 1976 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19525/May 12, 1976 


TRUST INDENTURE ACT OF 1939 
Release No. 434/May 12, 1976 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9287/May 12, 1976 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 514/May 12, 1976 


AMENDMENT TO RULE 23(b) OF THE SECURITIES AND 
EXCHANGE COMMISSION'S RULES OF PRACTICE 


The Securities and Exchange Commission has amended 
Rule 23(b) of its Rules of Practice, 17 C.F.R. 201.23(b), 
regarding service of pleadings other than moving papers, to 
become effective immediately.' This amendment deletes 
from Rule 23(b) the provision requiring service of pleadings 
to be made by airmail on persons located more than 500 
miles from the point of mailing. The text of Rule 23(b) of the 
Commission’s Rules of Practice, as amended, reads as 
follows: 
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(b) How service made. Service of such documents 
shall be made by personal service on, or by mail ad- 
dressed to, the party or his attorney or other agent for 
service. Where the document being served is printed, 
2 copies shall be served on each party or his attorney 
or other agent for service. Service shall be deemed 
made at the time of personal service or of deposit in 
the mails properly addressed and post paid. Where a 
party makes service by mail any specific limitation on 
the time within which the person on whom such mail 
service has been made may respond thereto shall be 
increased by 2 days. 


By the commission. 


George A. Fitzsimmons 
Secretary 





‘Since Rule 23(b) is a procedural rule the amendment of 
this rule is exempt from the publication of notice provisions 
of 5 U.S.C. §553\(b). 





SECURITIES ACT OF 1933 
Release No. 5706/May 12, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12435/May 12, 1976 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19526/May 12, 1976 


NOTICE OF ADOPTION OF AMENDMENTS TO FORMS S- 
1 AND S-7 AND OF PUBLICATION OF AN AMENDMENT 
TO GUIDE 28 OF THE GUIDES FOR THE PREPARATION 
AND FILING OF REGISTRATION STATEMENTS UNDER 
THE SECURITIES ACT OF 1933, AND NOTICE OF 
ADOPTION OF AMENDMENTS TO FORMS 10 AND 10-K 
AND OF PUBLICATION OF AMENDMENTS TO GUIDE 2 
OF THE GUIDES FOR THE PREPARATION AND FILING OF 
REPORTS AND PROXY AND REGISTRATION 
STATEMENTS UNDER THE SECURITIES EXCHANGE ACT 
OF 1934 RELATING TO THE DISCLOSURE OF ESTIMATES 
OF OIL AND GAS RESERVES. 


(See page 3 for effective dates) 


The Commission today adopted amendments to Forms S-1 
and S-7 under the Securities Act of 1933 (‘Securities Act’’) 
and amendments to Forms 10 and 10-K under the 
Securities Exchange Act of 1934 ("Exchange Act”) to re- 
quire disclosure relating to oil and gas reserves and to 
provide definitions and classifications of the term 
“reserves.’'' The Commission also authorized the publication 
of an amendment to Guide 2 under the Exchange Act to 
make the guide applicable to reserve estimates disclosed 
under Form 10-K and an amendment to Guide 2 under the 
Exchange Act and Guide 28 under the Securities Act to 
clarify the existing disclosure requirements relating to 
market prices of oil and gas.? All of these amendments were 
published for public comment in Release No. 33-5588 (May 
30, 1975) and are adopted substantially as proposed. It 
should be noted that these requirements do not apply to 
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filings by limited partnerships, or joint ventures that conduct, 
operate, manage or report upon oil and gas drilling or in- 
come programs. 


BACKGROUND AND GENERAL DESCRIPTION 


On May 30, 1975, the Commission published essentially 
identical proposed amendments to Forms S-1 and S-7 un- 
der the Securities Act and to Forms 10 and 10-K under the 
Exchange Act to make explicit the disclosure requirements 
developed by the Commission's staff in its review of the 
filings of enterprises with oil and gas production and 
reserves, and to require such disclosure on an annual basis 
in a report on Form 10-K (Release No. 33-5588). To 
facilitate an understanding of and compliance with these 
disclosure requirements, the proposed amendments in- 
cluded definitions and classifications of the term “reserves.” 
Certain technical and clarifying amendments to Guide 2 
under the Exchange Act and Guide 28 under the Securities 
Act were also published in Release No. 33-5588, including 
an amendment to make Guide 2 applicable to Form 10-K. 


Adoption of Amendments 


The Commission has considered the approximately sixty 
letters of comment received on these proposals and has 
concluded to adopt the amendments to Forms S-1, S-7, 10 
and 10-K substantially as proposed and to authorize the 
publication of the amendments to Guides 28 and 2 as 
proposed. The Commission is of the opinion that the re- 
quired disclosure of estimates of oil and gas reserves will 
provide information of material importance to investors. 
Although no issues have been raised by the commentators 
that warrant major changes in the proposals, several 
modifications in the requirements should be noted. In this 
regard, the Commission believes that none of these 
modifications are of sufficient magnitude to necessitate a 
reproposal pursuant to the Administrative Procedure Act. 


A. Filings with other federal, state or foreign agencies 


The proposals contained a requirement to disclose reserve 
estimates filed with other federal, state, or foreign agencies 
and to explain any differences between such estimates and 
those included in the Commission filing. The release 
specifically invited comments on the need for a de minimis 
limitation on this requirement and on the appropriateness of 
the requirement as related to filings with foreign jurisdic- 
tions. In light of the comments received, the Commission is 
of the opinion that the requirement, as applied to the 
numerous reserve filings with state agencies, would impose 
a burden without a corresponding benefit to investors. Ac- 
cordingly, the reference to state filings has been deleted. 


The Commission also believes that it is appropriate to 
provide de minimis limitations on this requirement as 
applied to filings with foreign jurisdictions. Accordingly, two 
five percent tests related to the significance of the 
registrant's estimates of foreign reserves and to the size of 
the difference in estimates have been included in a new in- 
struction to the requirement (Instruction 7). Another new in- 
struction provides for situations where a foreign government 
restricts disclosure of estimates of reserves located within 
the foreign country involved (Instruction 3). It should be 
noted, however, that all reserve filings with federal agencies 
must be disclosed and all differences in these reserve es- 


timates must be explained.’ 
B. Additional Definitions and Instructions 


A number of commentators urged clarification of certain of 
the proposed requirements. Accordingly, the Commission 
has provided definitions or guidance with respect to the 
meaning of net production (Instruction 4), gross and net 
wells and acres (Instruction 5) and undeveloped acreage 
(Instruction 8). Additional guidance has also been provided 
with respect to the application of the requirements to es- 
timates of foreign reserves (Instruction 3) and with respect 
to the requirement for disclosure of “present activities” 
(Instruction 9). 


OPERATION OF AMENDMENTS 


The Commission has considered the impact which the 
foregoing amendments would have upon competition and 
has concluded that the preparation and disclosure to the 
public, including registrants’ competitors, of the required in- 
formation relating to estimates of oil and gas reserves will 
not significantly burden competition. In any event, the Com- 
mission has determined that any possible resulting burden 
will be far outweighed by, and is necessary and appropriate 
to achieve, the benefits to investors referred to above. 


The amendments to Forms S-1, S-7, and 10 are effective as 
of June 30, 1976 with respect to registration statements filed 
on or after that date and the amendments to Form 10-K 
are effective for annual reports for fiscal years ending on or 
after December 25, 1976. The staff will apply the amend- 
ment to Guide 2 that made it applicable to Form 10-K in ac- 
cordance with the effective date of the amendments to Form 
10-K noted above, and the other amendments to Guides 28 
and 2 upon publication in the Federal Register. 


* * * 


The Commission hereby adopts amendments to Forms S-1 
and S-7 and authorizes for publication an amendment to 
Guide 28 pursuant to Sections 6, 7, 10 and 19(a) of the 
Securities Act. The Commission adopts amendments to 
forms 10 and 10-K and authorizes for publication the 
amendments to Guide 2 pursuant to Sections 12, 13, 15(d) 
and 23(a) of the Exchange Act. The text of the amendments 
is attached hereto. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘The amendments adopted in this release are not intended 
to meet the responsibilities the Commission may have under 
the Energy Policy and Conservation Act of 1975. 


2 The Guides are not rules of the Commission nor are they 
published as bearing the Commission's official approval: 
Division of Corporation Finance in administering the dis- 
closure requirements of the federal securities laws. 


3 Explanations of differences in natural gas estimates filed 
with the Commission and other agencies are required under 
Release No. 33-5504 June 14, 1974). 
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Amendment to Form S-7 


(Note: Except as noted under the headings below, 
identical amendments are also adopted for Forms S-7, 
10 and 10-K, but are not repeated to avoid un- 
necessary duplication.) 


Item 10. Description of Property 


(a) [No changes from existing Item 10 except that under- 
lined below.] 


NOTE: See paragraph (b) for disclosure requirements 
relating to oil and gas reserves. 


(b) [All new] Where oil and gas operations are material to 
the registrant's business operations or financial position, dis- 
close the following under appropriate captions: 


NOTE: This Item 10(b) shall not apply to filings by 
limited partnerships, or joint ventures that conduct, 
operate, manage, or report upon oil and gas drilling or 
income programs which acquire properties either for 
drilling and production, or for production of oil, gas, or 
geothermal steam or water. 


(1) Estimates as of a reasonable current date of proved 
developed and proved undeveloped future net recoverable 
oil and gas by appropriate geographic area(s), such as by 
continent or by country, except that United States reserves 
shall be shown separately. (See Instruction 3 with respect to 
estimates of foreign reserves.) 


(2) Net oil and gas production for oil in barrels and gas in 
MCF for each of the last five years, by areas no larger than 
the geographic areas used for estimated reserves in Item 
10(b)(1) above. (See Instruction 4.) 


(3) As of a reasonably current date, the total gross and net 
productive wells, expressed separately for oil and for gas, 
and the total gross and net producing acres. For purposes of 
this requirement, one or more completions in the same bore 
hole shall be counted as one well. A footnote shall disclose 
the number of wells with multiple completions. (See Instruc- 
tion 5.) 


(4) The availability of oil and gas from the present reserve or 
contract supply for at lease one year from the ‘as of” date of 
the reserve estimate provided in Item 10(b)(1) above. (See 
Instruction 6.) 


(5) Any oil or gas reserve estimates filed with or included in 
reports to any other federal, or foreign governmental 
authority or agency within the twelve months prior to filing 
(or a statement that there were none), together with the 
name of the authority or agency and an explanation of the 
reasons for differences, if any, between such estimates and 
the estimates included in the registration statement. (See 
Instruction 7 with respect to filings with foreign authorities 
or agencies). 


(6) As of a reasonably current date, the amounts of un- 
developed acreage, both leases and concessions, if any, ex- 
pressed in both gross and net acres by state, country, or 
other appropriate geographic area, together with an indica- 
tion of acreage concentrations, and, where material, the 
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minimum remaining terms of leases and concessions. (See 
Instruction 8.) 


(7) Present activities, such as the number of wells in 
process of drilling, waterfloods in process of installation, 
pressure maintenance operations, and any other related 
operations of material importance. (See Instruction 9.) 


Instructions. 1. The required information shall be furnished 
in tabular form whenever practicable. 


2. Estimates of future recoverable oil and gas shall be 
limited to proved developed and proved undeveloped future 
net recoverable reserves. For purposes of this instruction 
“proved reserves’ are defined to be those quantities of crude 
oil, natural gas, and natural gas liquids which, upon analysis 
of geologic and engineering data, appear with reasonable 
certainty to be recoverable in the future from known oil and 
gas reservoirs under existing economic and operating con- 
ditions. Proved reserves are limited to those quantities of oil 
and gas which can be expected, with little doubt, to be 
recoverable commercially at current prices and costs, under 
existing regulatory practices and with existing conventional 
equipment and operating methods. Depending upon their 
status of development, such proved reserves shall be sub- 
divided into the following classifications: 


(a) Proved Developed Reserves. These are proved 
reserves which can be expected to be recovered 
through existing wells with existing equipment and 
operating methods. This classification shall include: 


(i) Proved Developed Producing Reserves. 
These are proved developed reserves which are 
expected to be produced from existing comple- 
tion interval(s) now open for production in ex- 
isting wells; and 


(ii) Proved Developed Non-Producing Reserves. 
These are proved developed reserves which ex- 
ist behind the casing of existing wells, or at 
minor depths below the present bottom of such 
wells, which are expected to be produced 
through these wells in the predictable future, 
where the cost of making such oil and gas 
available for production should be relatively 
small compared to the cost of a new well. 


Additional oil and gas expected to be obtained 
through the application of fluid injection or other 
improved recovery techniques for supplement- 
ing the natural forces and mechanisms of pri- 
mary recovery should be included as ‘‘Proved 
Developed Reserves” only after testing by a 
pilot project or after the operation of an installed 
program has confirmed through production re- 
sponse that increased recovery will be achieved. 


(b) Proved Undeveloped Reserves. These are proved 
reserves which are expected to be recovered from new 
wells on undrilled acreage, or from existing wells 
where a relatively major expenditure is required for 
recompletion. Reserves on undrilled acreage shall be 
limited to those drilling units offsetting productive 
units, which are reasonably certain of production when 
drilled. Proved reserves for other undrilled units can be 
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claimed only where it can be demonstrated with cer- 
tainty that there is continuity of production from the 
existing productive formation. 


Under no circumstances should estimates for proved 
undeveloped reserves be attributable to any acreage 
for which an application of fluid injection or other im- 
proved recovery technique is contemplated, unless 
such techniques have been proved effective by actual 
tests in the area and in the same reservoir. lf 
warranted, however, a narrative discussion can be 
provided to point out those areas where future drilling 
or other operations may develop oil and gas produc- 
tion which at the time of filing is considered too uncer- 
tain to be expressed as numerical estimates for proved 
reserves. 


3. (a) Consideration should be given to the effect on 
ownership of reserves of any takeover or nationalization by 
foreign governments of properties owned by the registrant, 
including any possible change of a property interest into a 
long-term supply, purchase, or similar agreement. 


(b) The amounts of oil and gas subject to purchase under 
long-term supply, purchase, or similar agreements with 
foreign governments or authorities should be disclosed 
separately under Item 10(b)(1) when such agreements cover 
all or part of the registrant's reserves under a previous equity 
interest, or when the registrant has invested monies in 
foreign prospects, or has some special arrangement. 


(c) When any foreign government restricts the disclosure of 
estimated reserves fer properties under their governmental 
authority, or amounts under long-term supply, purchase, or 
similar agreements to be disclosed pursuant to Instruction 
3(b), the registrant need not disclose such estimates or 
amounts but should identify the country and state that the 
reported reserve estimates or amounts do not include 
figures for the named country. 


4. (a) Generally, ‘‘net’’ production should include only that 
production which is owned by the registrant and produced 
to that party’s interest. Such ‘‘net” production shall refer to 
production that is ‘‘net after royalty’. However, in special 
situations (e.g., foreign production) ‘‘net before royalty” 
production figures may be provided if more practical and/or 
useful. If ‘‘net before royalty” production figures are fur- 
nished, the change from the common usage of ‘net’ 
production should be noted. 


(b) Production of oil, gas, condensate, and natural gas li- 
quids should be reported separately. In addition, any part of 
the natural gas liquids production obtained through or from 
processing plant ownership, rather than through leasehold 
ownership should be reported separately, where material. 


(c) The amounts of oil and gas purchased under long-term 
supply, purchase, or similar agreements with foreign 
governments or authorities should be disclosed separately 
under Item 10(b)(2) when such purchases represent the 
registrant's production, or partial production, under a 
previous equity interest, or when the registrant has invested 
monies in foreign prospects or has some special arrange- 
ment. 


(d) Any gas used to enhance production shall not be dis- 
closed as produced until such time as it is sold. 


5. Definition of gross and net for wells and acres. 


(a) A gross well is a well in which an interest is owned. The 
number of gross wells is the total number of wells in which 
an interest is owned. 


(b) A net well is deemed to exist when the sum of fractional 
ownership interests in gross wells equals one. The number 
of net wells is the sum of the fractional interests owned in 
gross wells expressed as whole numbers and fractions 
thereof. 


(c) A gross acre is an acre in which an interest is owned. 
The number of gross acres is the total number of acres in 
which an interest is owned. 


(d) A net acre is deemed to exist when the sum of the frac- 
tional ownership interests in gross acres equals one. The 
number of net acres is the sum of the fractional interests 
Owned in gross acres, expressed as whole numbers and frac- 
tions thereof. 


NOTE: For those unusual situations where gross and net 
data cannot be supplied, any alternative disclosure furnished 
should set forth adequately the registrant's position with 
respect to productive wells and producing acres. 


6. The term “availability” is defined to be an estimate of 
that quantity of oil and gas which can be produced from 
current proved developed reserves using presently installed 
equipment under existing economic and operating con- 
ditions in a given future time period, such as a day, a month, 
or a year. Such estimate shall be based on past performance, 
and shall represent an estimate of the amount of oil and gas 
that can be produced for a future time period from existing 
proved developed reserves under normal operations with 
current prices and costs. Such estimates of available oil and 
gas should be stated for a minimum of one year, but for no 
more than five years. 


NOTE: See paragraph (b) of Guide 28 under the Act for the 
definition of “availability” which is to be used with respect to 
gas supplies of companies engaged in the gathering, 
transmission, or distribution of natural gas. 


7. The requirements in Item 10(b)(5) relating to estimates 
filed with a foreign governmental authority or a agency shall 
not apply if: 


(a) The total foreign reserve estimate included in the 
Commission filing does not exceed 5 percent of the 
total reserve estimate; or 


(b) The difference between the foreign reserve es- 
timate included in the Commission filing and the 
reserve estimate filed with the governmental authority 
or agency does not exceed 5 percent. 


NOTES: 1. A statement that the foreign reserve estimate 
or the difference, whichever is applicable, does not 
exceed 5 percent shail also be included. 


2. See Instruction 3 when foreign governments 
restrict disclosure of estimated reserves. 


8. For purposes of Item 10(b)(6), the term “undeveloped 
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acreage’ is considered to be those lease acres not now held 
by production. The term should not be confused with that 
acreage for which proved undeveloped reserves can be es- 
timated. 


9. (a) Present activities required to be disclosed pursuant 
to Item 10(b)(7) should be provided for an “as of” date as 
close to the date of filing as reasonably possible. 


(b) The disclosure for wells in the process of being drilled 
should include only those wells actually being drilled at the 
“as of” date explained in Instruction 9(a), and should be ex- 
pressed in terms of both gross and net wells. 


(c) The disclosure shuld not include wells planned but not 
commenced, unless there are factors involved which make 
such information material. 


. . * 


Amendment to Form S-7 
Item 5. Business 
(a) [No change except that underlined below.] 


NOTE: See paragraph (f) for disclosure requirements 
relating to oil and gas reserves. 


(b) -(e) [No change] 


(f) [The same paragraph as adopted under Form S-1 is 
adopted here except that the appropriate subparagraphs in 
new Item 5(f) replace the references to Item 10(b) contained 
in the NOTE to paragraph (b), subparagraph (b)(2) and (b)(4), 
and Instructions 3(b), 4(c), 7, 8 and 9(a).| 


(g) [No change from existing paragraph (f).| 


* * 


Amendment to Form 10 


> * . 


(a) [No change from existing Item 3 except that underlined 
below] 


NOTE: See paragraph (b) for disclosure requirements 
relating to oil and gas reserves. 


(b) [The same paragraph as adopted under Form S-1 is 
adopted here, except that (Az the appropriate subparagraphs 
in new Item 3(b) replace the references to Item 10(b) con- 
tained in the NOTE to paragraph (b), subparagraphs (b)(2) 
and (b)(4), and Instructions 3(b), 4(c), 7, 8, and 9(a), and (B) 
the NOTE to Instruction 6 refers to Guide 2 under the Ex- 
change Act. 


Amendment to Form 10-K 


Item 3. Properties 
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(a) [No Change from existing Item 3] 


(b) [The same paragraph as adopted under Form S-1 is } 
adopted here, except that (A) paragraph (b)(5) refers to 

“report rather than “registration statement’. (B) sub- 
paragraphs (b)(3) and (b)(6) begin with “as of end of the year 

being reported on”, (C) Instruction 9(a) states that present 

activities should be provided “as of the end of the year being 

reported on”, (D) the appropriate subparagraphs in new Item ¢ @ 
3(b) replace the references to Item 10(b) contained in the 
NOTE to paragraph (b), subparagraphs (b)(2) and (b)(4), and 

Instructions 3(b), 4(c), 7, 8, and 9(a), and (E) the NOTE to 

Instruction 6 refers to Guide 2 under the Exchange Act.] 


* * . 


Amendment to Guide 2 (Addition Underlined) ee 


2. Disclosure of Extractive Reserves and Natural Gas 
Supplies. 


(a) Items 1(b) and 3 of Form 10 and /tem 3(b) of Form 10-K 

require that companies engaged in extractive operations in- 

clude, where appropriate, the quantitative amount of their ¢@ 
estimated reserves. If appropriate, the current average 

market value price per barrel of oil, m.c.f. of gas, or the assay 

value per ton of ore may also be shown, but it is deemed in- 

appropriate to show a dollar amount equal to the market 

price multiplied by the number of barrels of oil, m.c.f. of gas, 

or tons of ore. 


ee 
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Amendment to Guide 28 (Addition Underlined) 


(b) [No change] 


28. Disclosure of Extractive Reserves and Natural Gas a 
Supplied. j 
(a) Instruction 2 to Item 10 of Form S-1 and Item 5(a) of 


Form S-7 require that registrants engaged in extractive 
operations include in their prospectus, where appropriate, 
the quantitative amount of their estimated reserves. If ap- 
propriate, the current average market price per barrel of oil, 
m.c.f. of gas, or the assay value per ton of ore may also be ee 
shown, but it is deemed inappropriate to show a dollar 

amount equal to the market price multiplied by the number 

of barrels of oil, m.c.f. of gas, or tons of ore. 











(b) [No change] 
9 
SECURITIES EXCHANGE ACT OF 1934 
e®@ 
SECURITIES EXCHANGE ACT OF 1934 
Release No. 12416/May 7, 1976 
NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE & L 
NEW YORK STOCK EXCHANGE, INC. 
€8 
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File No. SR-NYSE-76-25 


The New York Stock Exchange, Inc. submitted on April 13, 
1976 a proposed rule change under Rule 19b-4 to amend 
Exchange Rules 409, 416, 417, 418 and 440 in order to 
adopt the Financial and Operational combined Uniform 
Single (“FOCUS”) Report. 


Publication of the submission is expected to be made in the 
Federal Register during the week of May 10, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication in the Federa/ 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference should 
be made to file No. SR-NYSE-76-25. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission's Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available at 
the principal office of the above mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12417/May 10, 1976 


Admin. Proc. File No. 3-4711 
In the Matter of 


EDWARD ELLIOT KESSLER 
Chicago, Illinois 


ORDER IMPOSING REMEDIAL SANCTION 


In these broker-dealer proceedings under the Securities Ex- 
change Act Edward Elliot Kessler (‘Kessler’) has submitted 
an offer settlement which the Commission has determined 
to accept. Solely for the purpose of this proceeding and 
without admitting or denying the allegations in the order for 
proceedings respondent consents to the findings and sanc- 
tions set forth below. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that during the period from on or 
about September 1, 1973 to on or about January 1, 1974 
Kessler wilfully violated and wilfully aided and abetted 
violations of Section 10(b) of the Securities Exchange Act of 


1934 ("Exchange Act’) and Rule 10b-5 thereunder, in con- 
nection with transactions in the common stock of Pelorex 
Corp.* 


In view of the foregoing, it is in the public interest to impose 
the sanctions specified in the offer of settlement. 


Accordingly, IT IS ORDERED that Kessler be, and he hereby 
is, suspended from trading or otherwise dealing in securities 
in the over-the-counter market for a period of ten (10) days. 
By the Commission. 


George A. Fitzsimmons 
Secretary 





* The word ‘‘wilfully” is used as it was defined by the Se- 
cond Circuit in Tager v. SEC, 344 F. 2d 5 (2nd Cir., 1965), 
and meaning that such acts as alleged in the Order were 
knowingly done by respondent but without knowledge or in- 
tent to violate the securities laws. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12418/May 11, 1976 


In the Matter of 
OP! INVESTMENTS, INC. 
8-20257 


The Securities and Exchange Commission announced the 
entry of an order for public proceedings and notice of hear- 
ing pursuant to Section 15(b) of the Securities Exchange Act 
of 1934 to determine whether it is in the public interest to 
deny an application for broker-dealer registration to OPI 
Investments, Inc. (OPI) of Lansing, Michigan. In addition, the 
Commission ordered remedial proceedings against Thomas 
P. Hill, Lansing, Michigan, in connection with the same 
matter. The Commission's order alleged that OPI has wilfully 
violated and Hill wilfully aided and abetted violations of Sec- 
tion 15(b) of the Exchange Act and Rule 15b1-1 thereunder, 
in that OPI filed a false application on Form BD with 
amendments concerning the person who exercises or who 
has the power to exercise controlling influence over the 
management and policies of OPI, the beneficial owners of 
OPI's stock and the amount of issued and outstanding com- 
mon stock. In addition, the order alleged that a person 
associated with OPI prior to and subsequent to becoming so 
associated was permanently enjoined from further violations 
of the Federal securities laws by a court of competent 
jurisdiction. 


The Commission announced that a public hearing for the 
purposes of taking evidence on this matter will be set at a 
time and place to be fixed and before an administrative law 
judge to be designated by further order. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12419/May 10, 1976 


NOTICE OF PROPOSED RULE CHANGE BY THE PACIFIC 
CLEARING CORPORATION 


(File No. SR-PCC-76-5) 


The Pacific Clearing Corporation (“PCC”) submitted, on April 
29, 1976 a proposed rule change pursuant to Rule 19b-4 
under the Securities Exchange Act of 1934 (the “Act”’) with 
respect to the establishment of a satellite facility for the 
handling of securities receipts and deliveries in Denver, 
Colorado. The PCC submission consists of a plan to establish 
the satellite facility and procedures for its operation which 
would enable broker-dealers, banks and other qualified par- 
ticipants to utilize the clearing and depository facilities of 
PCC and Pacific Securities Depository Trust Company. 


Publication of the submission is expected to be made in the 
Federal Register during the week of May 10, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty- 
one days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference should 
be made to File No. SR-PCC-76-5). 


Copies of the submission, with accompanying exhibits, and 
of all written comments will be available for public inspec- 
tion at the Securities and Exchange Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, D.C. 
Copies of the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regulation, 
purusant to delegated authority. 


George A. Ftizsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12420/March 10, 1976 


The Securities and Exchange Commission has ordered 
public administrative proceedings under the Securities Ex- 
change Act of 1934 against Investment Securities Corpora- 
tion (“ISC’”’), Stephen J. Burns, former president of ISC, and 
Richard D. Hayes, former cashier of that firm, all of St. Louis, 
Missouri. ISC is a broker-dealer firm which is being li- 
quidated under the provisions of the Securities Investor 
Protection Act of 1970. 


These proceedings are based upon allegations by the Com- 
mission's staff that ISC, aided and abetted by Burns and 
Hayes, wilfully violated provisions of the Securities Ex- 
change Act of 1934 and rules and regulations adopted 
thereunder relating to financial responsibility, special reserve 
bank account requirements, hypothecation of customers’ 
securities, periodic reporting and the maintenance of books 


618/SEC DOCKET 


and records. Burns is also charged with being an officer, 
director and shareholder of ISC when a trustee was ap- 
pointed for the firm under the provisions of the Securities 
Investor Protection Act of 1970. 


A hearing will be scheduled by further order to take evidence 
on the staff's allegations and to afford the respondents an 
opportunity to offer any defenses thereto, and for the pur- 
pose of determining whether the allegations are true and, if 
so, whether any action of a remedial nature is necessary or 
appropriate in the public interest. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12421/May 10, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-76-14 


The American Stock Exchange, Inc. (“ASE’’) submitted on 
April 8, 1976 a proposed rule change under Rule 19b-4 to 
rescind the Commentary to ASE Rule 30 which would 
eliminate the monthly filing of ‘‘fail’’ reports by members and 
member organizations in view of the adoption of the FOCUS 
Report (Form X-17A-5). 


The foregoing rule change has become effective, pursuant to 
Section 19(b)(3)(A)(i) of the Securities Exchange Act of 
1934. At any time within sixty days of the filing of such 
proposed rule change, the Commission may summarily 
abrogate such rule change if it appears to the Commission 
that such action is necessary or appropriate in the public in- 
terest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange Act 
of 1934. 


Publication of the submission is expected to be made in the 
Federal Register during the week of May 9, 1976. Interested 
persons are invited to submit written data, views and 
arguments concerning the submission within 21 days from 
the date of publication in the Federa/ Register. Persons 
desiring to make written submissions should file six copies 
thereof with the Secretary of the Commission, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to File 
No. SR-Amex-76-14. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission's Public Reference Room, 1100 L Street, N. W.., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No 12422/May 10, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
MIDWEST CLEARING CORPORATION 


(File No. SR-MCC-76-2) 


The Midwest Clearing Corporation (‘MCC’) submitted on 
April 19, 1976, pursuant to rule 19b-4 under the Act, a 
proposed rule change amending Section 6 of MCC Rule 14 
to require that not less than ten percent of each member's 
contribution to the MCC Participant's Fund be in cash. The 
proposal also would allow the balance of the contribution to 
be in unmatured negotiable debt securities of, or obligations 
guaranteed by, the United States government with a maturi- 
ty of one year or less and would require such securities to be 
deposited by the participant with a bank or trust company 
approved by MCC. 


Publication of the submission is expected to be made in the 
Federal Register during the week of May 10, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty- 
one days from the date of publication in the Federa/ 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-MCC-76-2. 


Copies of the submission and of all written comments will be 
available for public inspection at the Securities and Ex- 
change Commission's Public Reference Room, 1100 L 
Street, N.W., Washington, D. C. Copies of the filing will also 
be available at the rrincipal office of the above-mentioned 
self-regulatory organization. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12423/May 11, 1976 


In the Matter of: 
R. WAYNE EVERETT AND ASSOCIATES, INC. 
ROGER WAYNE EVERETT 


The Securities and Exchange Commission has ordered ad- 
ministrative proceedings under the Securities Exchange Act 
of 1934 (Exchange Act) naming R. Wayne Everett and 
Associates, Inc. (the Registrant), a Bettendorf, lowa, broker- 
dealer. Also named are Roger Wayne Everett, of Lonwood, 
Florida, president and a director of the Registrant, and Cleve 
Diviney, Davenport, lowa, treasurer and a director of the 
Registrant. 


The proceedings are based on allegations of the Com- 
mission's staff of violations of the securities registration 
provisions of the Securities Act of 1933 (Securities Act), of 
the broker-dealer registration provision of the Exchange Act, 
and of the anti-fraud provisions of the Securities Act and the 
Exchange Act. 


The Commission's staff has also charged that all 
respondents failed reasonable to supervise, with a view to 
preventing the violations alleged above, those persons who 
were subject to their supervision and who committed such 
violations. 


A hearing will be scheduled by further order to take evidence 
on the staff allegations and to afford the respondents an op- 
portunity to offer any defenses thereto, for the purpose of 
determing whether the allegations are true and if so, 
whether any action of a remedial nature should be ordered 
by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12424/May 11, 1976 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9285/May 11, 1976 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 513/May 11, 1976 


Admin. Proc. File No. 3d4610 
in the Matter of 


ROBERT E. ANTON 
3152 South Josephine 
Denver, Colorado 80120 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In these proceedings under the Securities Exchange Act, 
Investment Company Act and Investment Advisers Act, 
Robert E. Anton has submitted an offer of settlement! which 
the Commission has determined to accept. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that Anton willfully violated and aided 
and abetted violations of Section 17(a) of the Securities Act; 
Section 10(b) of the Securities Exchange Act; and Rule 10b- 
5 thereunder; Sections 17(d), 17(e), 22(c), 22(d) and 34(b) 
of the Investment Advisers Act; and that it is in the public in- 
terest to impose the following sanctions specified in the 
offer of settlement.’ 


In his offer of settlement Anton consents to a 60-day 
suspension from being associated with a broker, dealer, and 
investment adviser and from serving or acting as an 
employee, officer, director, member of any advisory board, 
investment adviser or depositor of, or principal underwriter 
for, a registered investment company or an affiliated person 
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of such investment adviser, depositor or principal un- 
derwriter except that during the aforementioned period he 
may be associated with Hamilton Management Corporation 
in his present capacity under the following terms and con- 
ditions: 


1. During the first 30-day period of said 60-day suspen- 
sion he is not to furnish any services to, or be present at the 
offices of, nor be paid by any broker-dealer investment ad- 
viser or investment company except he is permitted to con- 
sult with Hamilton Management Corporation with respect to 
the following matters: 


a. Liquidations of long positions in securities held in 
the portfolios of investment companies managed by 
Hamilton Management Corporation. 


b. Changes in investment policies of Hamilton 
Management Corporations affecting investment com- 
panies managed by it. 


c. Re-investment of the proceeds of liquidations of 
portfolio securities by investment companies managed 
by Hamilton Management Corporation, provided the 
staff of the Commission indicates that it has no objec- 
tion to his participation therein. 


2. During the remaining 30-day period of said 60-day 
suspension he is to pay, within three days after receipt, all 
compensation, including salaries, commissions and bonuses, 
earned and to be paid and payable to him from Hamilton 
Management Corporation for services performed for the 
above last mentioned 30-day period, after deductions for the 
usual federal income taxes, state income taxes and social 
security allocation, to Financial Dynamics Fund, Inc., 1050 
South Broadway, Denver, Colorado. 


3. For a period of one year he will not, directly or indirect- 
ly, effect transactions for any investment company managed 
by Hamilton Management Corporation, or any other 
registered investment company in securities of issuers which 
are speculative and unseasoned? unless the foregoing trans- 
actions are first specifically approved by a committee com- 
posed of two non-affiliated directors and one affiliated direc- 
tor of the respective affected investment companies after 
they have been furnished with a written recommendation 
detailing the risks involved and reasons for such _ in- 
vestments. 


4. He pay within seven days after acceptance of this offer, 
to Financial Dynamics Fund, Inc. $2208.50‘ 


Accordingly IT |S ORDERED that Robert E. Anton be, and he 
hereby is, suspended from association with a broker, dealer, 
investment adviser and registered investment company for 
60 calendar days ending at the close of business on June 
30, 1976 except that he may consult with Hamilton 
Management Corporation on an offsite basis pursuant to the 
terms set forth in his offer of settlement during the initial 30 
days of said suspension and may be associated with 
Hamilton Management Corporation in his present capacity 
pursuant to the terms set forth in his offer of settlement dur- 
ing the latter 30 days of said suspension; and it is further 
ORDERED that Robert E. Anton be, and he is, required to do 
the acts that he has undertaken to do in his offer of settle- 
ment herein. 
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By the Commission. 


George A. Fitzsimmons 
Secretary 





' The offer of settlement has been made for the sole purpose 
of settling this proceeding. Anton neither admits nor denies 
the allegations against him. 


2 The findings herein bind no one other than Anton. 


3 For purposes hereof, speculative and unseasoned issuers 
includes any issuer which meets any one or more of the 
following: c 


(a) Issuers with less than one million shares out- 
standing. 


(b) Issuers with less than five hundred thousand 
shares available for trade in the public securities 
market. 


(c) Issuers which have not been in existence for at 
least ten years or have not had profits from operations 
for each of the last three years. 


(d) Issuers whose securities are not listed on the 
New York, American or Midwest Stock Exchanges. 


“This represents the gross profit less brokerage com- 
missions and taxes, including income taxes, on Anton's per- 
sonal transaction in the securities of Component Systems, 
Inc. See Paragraph II.E(7) of the Order for Proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12425/May 11, 1976 


Admin. Proc. File No. 3-4666 
In the Matter of 


JOHN SURGENT, ESQUIRE 
246 Clifton Avenue 
Clifton, New Jersey 


ORDER OF SUSPENSION OF JOHN SURGENT FROM 
PRACTICING BEFORE THE SECURITIES AND EXCHANGE 
COMMISSION, PURSUANT TO RULE 2(e) OF THE RULES 
OF PRACTICE OF THE COMMISSION 


WHEREAS, John Surgent is an attorney; and 


WHEREAS, said John Surgent, in an action brought by the 
Commission, Securities and Exchange Commission v. 
lannelli, Surgent, et at., No. 74 Civ. 3417, was permanently 
enjoined by final judgment of the United States District 
Court for the Southern District of New York on January 29, 
1975, from violating Section 17(a) of the Securities Act of 
1933 and Section 10(b) of the Securities Exchange Act of 
1934 and Rule 10b-5 thereunder; and 
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WHEREAS, said John Surgent was affirmed by the United 
States Court of Appeals for the Second Circuit on November 
19, 1975 (No. 75-6045); and 


WHEREAS, said John Surgent was temporarily suspended 
from practice before the Commission by order dated April 
24, 1975, and said John Surgent petitioned the Commission 
to lift the temporary suspension and such petition was 
denied by the Commission by order dated June 19, 1975; 
and 


WHEREAS, said John Surgent has submitted an offer of 
settlement in these proceedings and the Commission 
believes it is appropriate to accept such offer. 


THEREFORE, it is hereby ordered, pursuant to Rule 2(e) of 
the Rules of Practice of the Securities and Exchange Com- 
mission, that John Surgent is suspended from practicing 
before the Securities and Exchange Commission for a period 
of five (5) years commencing April 1, 1975, at the end of 
which period he will be automatically reinstated for practice 
before the Commission in the absence of (i) other and further 
alleged violations of the Federal securities laws (aside from 
charges arising from the facts underlying the instant 
proceeding); (ii) professional disciplinary proceedings 
resulting in the imposition of some penalty or sanction (aside 
from proceedings arising out of the facts underlying the in- 
stant case); and (iii) any criminal convictions involving moral 
turpitude. 


This Order shall be served upon John Surgent personally or 
by certified mail at his last known address. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12426/May 11, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
DETROIT STOCK EXCHANGE 


File No. SR-DSE-76-4 


On May 10, 1976, the Detroit Stock Exchange (the ‘‘DSE”) 
filed with the Commission, pursuant to Section 19(b)(1) of 
the Securities Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) 
(the Act’), as amended by Pub. L. No. 94-29, §16 (June 4, 
1975) and Rule 19b-4 thereunder, copies of a proposed rule 
change, governing the ability of members of the DSE to 
effect agency transactions otherwise than on the DSE. The 
proposed rule change was submitted in response to the 
adoption of Rule 19c-1 under the Act and would permit DSE 
members to effect agency transactions on any other ex- 
change or over-the-counter with third market makers or 
block positioners or ‘‘in-house” as agent for both buyer and 
seller. 


Publication of the submission is expected to be made in the 
Federal Register during the week of May 17, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within 30 days 
from the date of publication in the Federa/ Register. Persons 
desiring to make written submissions should file six copies 
thereof with George A. Fitzsimmons, Secretary, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to File 
No. SR-DSE-76-4. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available at 
the principal office of the DSE. 


For the Commission by the Division of Market Regulation 
pursuant to delegted authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12427/May 11, 1976 


In the Matter of 


THE DEPOSITORY TRUST COMPANY 
New York, New York 


(SR-DTC-76-2) 


ORDER APPROVING PROPOSED RULE CHANGE 
SUBMITTED BY THE DEPOSITORY TRUST COMPANY 
AMENDING CERTAIN OPERATING PROCEDURES TO 
PERMIT THE PRE-AUTHORIZED RELEASE OF 
COLLATERAL PLEDGED BY PARTICIPANTS PURSUANT 
TO ITS OVER-NIGHT COLLATERAL LOAN PROGRAM 


On March 11, 1976, The Depository Trust Company 
("DTC") submitted a proposed change to the Operating 
Procedures of DTC pursuant to Rule 19b-4 under the 
Securities Exchange Act of 1934, 15 U.S.C. 78(s) (the 
“Act’’). 


In accordance with Section 19(b) of the Act and Rule 19b-4 
thereunder, the rule change was published in the Federa/ 
Register (41 Fed. Reg. 14453, April 5, 1976) and the public 
was invited to comment thereon. Notice of the filing and an 
invitation for comments also appeared in Securities Ex- 
change Act Release No. 12282 on March 30, 1976. No 
letters of comment were received. 


As described in Securities Exchange Act Release No. 
12282, the rule change permits pledges in DTC’s book-entry 
pledge program to authorize the automatic release of 
securities pledged for overnight bank loans and, thus, to per- 
mit book-entry deliveries by pledgors to other DTC Par- 
ticipants by 9G30 a.m. on the business day following the 
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overnight loan unless the release is cancelled before such 
time. The rule change is intended to eliminate preparation 
and processing of separate release forms and to facilitate 
timely completion of book-entry deliveries which are depen- 
dent upon release of the pledged securities 


The Commission has reviewed the proposed rule change and 
finds that it is consistent with the requirements of the Act 
and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the rule change referenced above, be, and 
hereby is, approved. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12428/May 11, 1976 


NOTICE OF FILING OF AN APPLICATION FOR 
REGISTRATION OF CLEARING AGENCY UNDER 
SECTIONS 17A AND 19(a) OF THE SECURITIES 
EXCHANGE ACT OF 1934 (the “ACT’) AND PURSUANT 
TO SUBSECTION (c)(1) OF RULE 17Ab2-1 UNDER THE 
ACT 


(File No. 600-16) 


The New England Securities Depository Trust Company has 
made an application to become a registered clearing agency 
under Sections 17A and 19(a) of the Securities Exchange 
Act of 1934 (the ‘‘Act’’) and pursuant to Section (c)(1) of 
Rule 17Ab2-1 under the Act. The New England Securities 
Depository Trust Company intends to engage in the business 
of holding, receiving and delivering securities and making 
book entries with respect to the transfer and/or pledge 
thereof as a clearing corporation and as a custodian bank for 
other clearing corporations. 


Within ninety days of the date of publication of this notice in 
the Federal Register, or within such longer period as to 
which the applicant consents, the Commission will, in accor- 
dance with Section 19(a) of the Act: 


(A) by order grant such registration, or 


(B) institute proceedings to determine whether 
registration should be denied. 


Pursuant to subsection (c)(1) of Rule 17Ab2-1 under the 
Act, if requested by an applicant, the Commission may grant 
the applicant registration as a clearing agency in accordance 
with Sections 17A(b) and 19(a)(1) of the Act, but exempt 
the applicant from one or more of the requirements as to 
which the Commission is directed to make a determination 
pursuant to subparagraphs (A)-(I) of Section 17A(b)(3) of 
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the Act. Registration pursuant to subsection (c)(1) of Rule 
17Ab2-1 shall not be effective for more than eighteen (18) 
months from the date on which registration is made effec- 
tive by the Commission. 


Subsection (c)(2) of Rule 17A2-1 requires that, in the case 
of any clearing agency registered in accordance with sub- 
section (c)(1) of Rule 17Ab2-1, the Commission, not later 
than nine months from the date such registration is made 
effective, will either grant registration without exempting the 
registrant from one or more of the requirements as to which 
the Commission is directed to make a determination pur- 
suant to subparagraphs (A)-(I) of Section 17A(b)(3) or will 
institute proceedings to determine whether registration 
should be denied at the expiration of 18 months. 


Interested persons are invited to submit written data, views 
and arguments concerning the foregoing applications within 
six weeks from the date of publication of this notice in the 
Federal Register. Such written data, views and arguments 
will be considered by the Commission in granting registra- 
tion or instituting proceedings to determine whether 
registration should be denied in accordance with Section 
19(a) of the Act and subsection (c)(2) of Rule 17Ab2-1. Per- 
sons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D.C. 20549. Reference should be made 
to the appropriate file number. 


Copies of the applications and of all written comments will 
be available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. 20006. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12429/May 12, 1976 


DELEGATION OF AUTHORITY TO THE DIRECTOR OF THE 
DIVISION OF MARKET REGULATION 


Paragraphs (g) of Rules 8c-1 and 15c2-1 under the 
Securities Exchange Act of 1934 (the ‘‘Act’’)' provide that 
the Commission can make findings that the agreements, 
safeguards, and provisions of certain entities, including 
clearing agencies, are adequate for the protection of in- 
vestors. These findings must be made in connection with 
any rule change submitted by a registered clearing agency 
pursuant to Rule 19b-4 under the Act which has an effect on 
the safeguarding of securities left in the care and custody of 
the registered clearing agency. Therefore, pursuant to Sec- 
tions 8(c) and 15(c)(2) of the Act,? the rules of the Commis- 
sion relating to general organization are being amended to 
delegate authority to the Director of the Division of Market 
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Regulation to make findings, pursuant to paragraphs (g) of 
Rules 8c-1 and 15c2-1, that the agreements, safeguards, 
and provisions of registered clearing agencies are adequate 
for the protection of investors. 


Delegation of Authority 


200.30 - Delegation of Authority to Director of Division of 
Market Regulation (21) Pursuant to Sections 8(c) and 
15(c)(2) of the Act (15 U%S%C% 78hic) and 780(2)) and 
paragraphs (g) of Rules 8c-1 and 15c2-1 thereunder, to 
make findings that the agreements, safeguards, and 
provisions of registered clearing agencies are adequate for 
the protection of investors. 


Statutory Basis and Effective Date 


The Commission finds, in accordance with Sections 5 U.S.C. 
553(b)(3)(B) and 553(d)(3) of the Administrative Procedure 
Act, that the foregoing action relates solely to agency 
organization, procedure or practice and is effective im- 
mediately in order to provide an orderly procedure for the 
approval of tule submissions which require a determination 
purusant to paragraphs (g) of Rules 8c-1 and 15c2-1 under 
the Act and that notice and public procedure are not 
necessary with respect to the foregoing action. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





'15 U.S.C. 78a et seqg., as amended by Pub. L. No. 94-29 
(June 4, 1975). 


715 U.S.C. 78h(c) und 780(2). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12430/May 12, 1976 


The Securities and Exchange Commission has issued a 
notice giving interested persons until June 9, 1976, to re- 
quest a hearing on an application of Precision Optics, Inc. to 
withdraw its Common Stock, $.01 par value, from listing 
and registration on the Boston Stock Exchange. 


In the period July, 1975 to February, 1976, only 1,800 
shares traded on the Boston Stock Exchange, and there are 
fewer than five shareholders of record residing in the New 
England area. The Boston Stock Exchange has not objected 
to this application. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12431/May 12, 1976 


In the Matter of 


THE DEPOSITORY TRUST COMPANY 
New York, New York 


(SR-DTC-76-1) 


ORDER APPROVING PROPOSED RULE CHANGE 
SUBMITTED BY THE DEPOSITORY TRUST COMPANY IN 
REGARD TO OPERATING PROCEDURES RESPECTING ITS 
INSTITUTIONAL DELIVERY SYSTEM 


On March 16, 1976, The Depository Trust Company 
(“DTC’) submitted a proposed change to the Operating 
Procedures of DTC pursuant to Rule 19b-4 under the 
Securities Exchange Act of 1934, 15 U.S.C. 78(s) (the 
“Act’’). 


In accordance with Section 19(b) of the Act and Rule 19b-4 
thereunder, the rule change was published in the Federa/ 
Register (41 Fed. Reg. 14798, April 7, 1976) and the public 
was invited to comment thereon. Notice of the filing and an 
invitation for comments also appeared in Securities Ex- 
change Act Release No. 12273 on March 26, 1976. No 
letters of comment were received. 


As described in Securities Exchange Act Release No. 
12273, the rule change permits Participants who have been 
excepting deliveries in DTC’s Institutional Delivery System 
(“ID System”) to comply with certain segregation re- 
quirements by limiting the exceptions to only that portion of 
a security position actually required for segregation re- 
quirements while permitting the remaining portion of the 
position to become available for deliveries in the PDQ part to 
the DTC’s ID System. 


The Commission has reviewed the proposed rule change and 
finds that it is consistent with the requirements of the Act 
and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the rule change referenced above, be, and 
hereby is, approved. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12432/May 12, 1976 


In the Matter of 

NATIONAL ASSOCIATION OF SECURITIES DEAL- 
ERS, INC. 

1735 K Street, N.W. 

Washington, D.C. 20006 
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(SR-1) (SR-NASD-75-8) 


ORDER APPROVING PROPOSED RULE CHANGE 
RELATING TO REPORTING OF TRANSACTIONS IN 
ELIGIBLE SECURITIES AND CERTAIN ANTI- 
MANIPULATIVE RULES 


The National Association of Securities Dealers, Inc. (the 
“NASD”) submitted on March 21, 1975, proposed Article 
XVIIl of the By-Laws of the NASD, and Schedule G 
thereunder (the “NASD Rule Changes’), governing: (i) the 
reporting of transactions in eligible securities in the con- 
solidated transaction reporting system (the ‘consolidated 
system”) contemplated by Rule 17a-15 under the Securities 
Exchange Act of 1934, as amended by the Securities Acts 
Amendments of 1975 (the “Act’’); (ii) charges to cover the 
costs of compliance with such reporting requirements; and 
(iii) anti-manipulative rules relating to over-the-counter 
trading in such securities. 


The provisions of Schedule G were amended by the NASD 
and refiled with the Commission on June 4, 1975. The 
NASD Rule Changes were deemed by the Commission to 
have been filed under new Section 19(b) of the Act. In view 
of the need to implement the NASD Rule Changes im- 
mediately to permit the scheduled commencement of the 
consolidated system on June 16, 1975, the Commission 
ordered the N=SD Rule Changes into effect summarily pur- 
suant to Section 19(b)(3)(B) of the Act on June 11, 1975. 
Notice of that action was provided by Securities Exchange 
Act Release No. 11461 (June 11, 1975), published in the 
Federal Register on June 18, 1975 (40 FR 25730). That 
release also solicited public comment on the NASD Rule 
Changes." 


On December 15, 1975, the NASD submitted, pursuant to 
Rule 19b-4 under the Act, a proposed modification to the 
NASD Rule Changes to provide that principal transactions 
effected by NASD members be reported in the consolidated 
system at the price recorded on the trade ticket without tak- 
ing into account any commission, commission equivalent, or 
differential imposed in connection with the transaction. The 
proposed modification would eliminate the present disparity 
between the reporting of principal transactions effected by 
NASD members and the reporting of identical transactions 
effected by exchange members.? Notice of the proposed 
modification was provided in Securities Exchange Act 
Release No. 11951 (December 24, 1975) published in the 
Federal Register on January 5, 1976 (41 FR 836). 


With respect to Article XVIII of the NASD By-Laws and Sec- 
tions 1, 2 and 3 of Schedule G thereunder, which provide for 
reporting procedures for transactions in eligible securities 
effected by NASD members and establish certain anti- 
manipulative rules relating to over-the-counter trading in 
such securities, the Commission finds that the proposed ad- 
ditions, as proposed to be modified on December 15, 1975, 
are consistent with the requirements of the Act, and the 
rules and regulations thereunder applicable to national 
securities associations, and in particular the requirements of 
Section 15A of the Act and the rules and regulations 
thereunder.? 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed additions to the NASD Rules 
contained in Article XVIII of the NASD By-Laws and Sec- 
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tions 1, 2, and 3 of Schedule G thereunder, as modified on 
December 15, 1975, be, and hereby are, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





' The deadline for submission of written comments pursuant 
to Securities Exchange Act Release No. 11461 (June 30, 
1975) was June 30, 1975; the time for such comment was 
extended until July 18, 1975, in Securities Exchange Act 
Release No. 11508 (June 30, 1975). See a/so Securities Ex- 
change Act Release Nos. 11546 (July 23, 1975), 11653 
(September 15, 1975), 11816 (November 10, 1975), and 
11951 (December 24, 1975). 


Under the NASD Rule Changes as originally filed and 
ordered effective summarily, principal transactions effected 
by NASD members were required to be reported in the con- 
solidated system inclusive of any commission, commission 
equivalent, or differential charge (/.e., after addition or sub- 
traction of such charges). Principal transactions effected by 
exchange members, on the other hand, are reported in the 
consolidated system exclusive of such charges 


3With respect to Section 4 of Schedule G, which establishes 
the fees and charges applicable to those members required 
to report their transactions in eligible securities to the 
NASD, the Commission has determined to take no formal 
action at this time. On May 6, 1976, the Commission re- 
ceived the consent of the NASD to a further extension of the 
time within which the Commission is required to act on Sec- 
tion 4 of Schedule G, to July 14, 1976. The Commission 
acknowledges the consent of the NASD to extension of the 
deadline until July 14, 1976. In so doing, the Commission 
notes that it understands that the reason the NASD has con- 
sented to this further extension is in order to permit an op- 
portunity for internal resolution of certain issues relating to 
the proposed fees contained in Section 4 of Schedule G. 


Although the Commission finds that the NASD reporting 
rules, as modified on December 15, 1975, are consistent 
with the requirements of the Act, the Commission intends to 
continue studying questions related to the reporting of tran- 
sactions in eligible securities, particularly the method of 
reporting principal transactions confirmed by a dealer plus or 
minus a commission, commission equivalent or differential. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12433/May 12, 1976 


NOTICE OF COMMISSION ACTION DECLARING 
EFFECTIVE AN AMENDMENT TO THE CONSOLIDATED 
TAPE PLAN 
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The Securities and Exchange Commission announced that it 
has sent to the sponsors of the joint industry plan filed pur- 
suant to Rule 17a-15 under the Securities Exchange Act of 
1934 (the ‘‘Act’’), and declared effective as of May 17, 
1974, a letter declaring an amendment to the plan effective 
as of May 12, 1976. The amendment describes the rules 
developed by the National Association of Securities Dealers, 
Inc., as modified on December 15, 1975, to govern the 
reporting of transactions in eligible securities effected over- 
the-counter by its members for inclusion in the consolidated 
transaction reporting system, as modified on December 15, 
1975. The Commission approved the NASD reporting rules, 
as modified, pursuant to Section 19(b)(2) of the Act, con- 
current with the effectiveness of this amendment. (See 
Securities Exchange Act Release No. 12432 (May 12, 
1976)). The Amendment was required to be filed under the 
plan by Section VII(b) thereof. 


The text of the letter follows: 


American Stock Exchange, Inc., 

Midwest Stock Exchange, Inc. 

National Association of Securities Dealers, Inc. 
New York Stock Exchange, Inc. 

Pacific Stock Exchange, Inc. 

Philadelphia Stock Exchange, Inc. 


Dear Sirs: 


This is in response to the filing by you with the Com- 
mission of an amendment to the joint industry plan 
(the ‘‘Plan’’) filed pursuant to Rule 17a-15 under the 
Securities Exchange Act of 1934 (the “Act’’) and 
declared effective by the Commission as of May 17, 
1974, describing the rules developed by the National 
Association of Securities Dealers, Inc. (“NASD”) to 
govern the reporting of transactiens in eligible 
securities by its members for inclusion in the con- 
solidated transaction reporting system (the ‘‘con- 
solidated system’’). The NASD reporting rules, as 
modified on December 15, 1975, have been approved 
by the Commission pursuant to Section 19(b)(2) of the 
Act.' 


After a review of the amendment of the Plan, the 
Commission is of the view that, although certain 
issues relating to the reporting of transactions in eligi- 
ble securities merit further study, the amendment and 
the NASD reporting rules described therein represent 
an appropriate method for the reporting of such trans- 
actions effected by NASD members in the consoli- 
dated system. Therefore, having due regard for the 
maintenance of fair and orderly markets, the public in- 
terest and the protection of investors, the Commission 
has declared the amendment effective as of this date. 


By the Commission. 


Sincerely yours, 


George A. Fitzsimmons 
Secretary 


By the Commission. 


George A. Fitzsimmons 
Secretary 





' Securities Exchange Act Release No. 12432 (May 12, 
1976). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12434/May 12, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5705/May 12, 1976 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12435/May 12, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5706/May 12, 1976 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12436/May 12, 1976 


The Securities and Exchange Commission, pursuant to Sec- 
tion 12(k) of the Securities Exchange Act of 1934 as 
amended (“Exchange Act’), announced the temporary 
suspension of exchange and over-the-counter trading for a 
ten-day period commencing at 12:00 p.m. (EDT) on May 
12, 1976 and terminating at midnight (EDT) on May 21, 
1976 of all securities of the following issuers which have 
failed to file with the Commission at least one recent Form 
10-K annual report: 


AMERICAN KITCHEN FOODS, INC., Presque Isle, 
Maine 


AMERICAN MARINE, LTD., Newport Beach, Califor- 


nia 


ASSOCIATED FOOD STORES, INC., Jamaica, New 
York 


CAPITAL FACILITIES CORP., Dayton, Ohio 
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COMPUTER INTERACTIONS, INC., Roslyn Heights, 
New York 


DIVERSITRON, INC., Rockville, Maryland 


ENCODER RESEARCH AND DEVELOPMENT CORP., 
Huntington Station, New York 


INTERCONNECT RESOURCES CORP., New York City, 
New York 


JULYN SPORTSWEAR, INC., New York City, New 
York 


LARSON INDUSTRIES, INC., Minneapolis, Minnesota 
MARKS POLARIZED CORP., Whitestone, New York 
MICRON CORP., Englewood, Colorado 

PANELFAB INTERNATIONAL CORP., Miami, Florida 
PETROMINERALS CORP., Long Beach, California 


RECORD RETRIEVAL AND RETENTION CO., Valley 
Stream, New York 


SOUTHERN SCOTTISH INNS, New Orleans, 
Louisiana 


SOVEREIGN INDUSTRIES, INC., Atlanta, Georgia 


WALTER READE ORGANIZATION, New York City, 
New York 


WILLCOX AND GIBBS, INC., New York City, New 
York 


The Commission initiated the subject suspensions because 
the subject issuers failed to comply with the reporting 
provisions of the Exchange Act resulting in the lack of 
current and accurate information available to the public. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that pursuant to Rule 15c2-11 under the Exchange Acct, at 
the termination of the suspension, no quotation may be 
entered unless and until they have strictly complied with 
said rule. If any broker or dealer has any questions as to 
whether or not he has complied with said rule, he should not 
enter any quotation but immediately contact the staff of the 
Securities and Exchange Commission, Division of Enforce- 
ment in Washington, D.C. If any broker or dealer is uncertain 
as to what is required by Rule 15c2-11, he should refrain 
from entering quotations relating to the securities in ques- 
tion until such time as he has familiarized himself with said 
rule and is certain that all of its provisions have been met. If 
any broker or dealer enters any quotation which is in viola- 
tion of said rule, the Commission will consider the need for 
prompt enforcement action. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12438/May 12, 1976 


NOTICE OF WITHDRAWAL OF PROPOSED RULE 15c3-5. & 


Notice is hereby given that the Securities and Exchange 
Commission withdraws proposed Rule 15c3-5 under the 
Securities Exchange Act of 1934. 


As proposed in Securities Exchange Act Release No. 11158 
(December 31, 1974), Rule 15c3-5 would have established 
certain minimum standards of financial responsibility for the 
execution of transactions in gold by brokers and dealers and 
prescribed requirements for the custody and safekeeping of 
gold held for customers. 


The Rule was proposed in anticipation of the lifting of 
restrictions on gold ownership by United States citizens on 
December 31, 1974. The proposal reflected Commission 
concern that the heightened interest in gold trading, coupled 
with the volatility of gold prices at that time, might create 
some instability in investment activities and possibly subject 
customers or brokers and dealers to unknown financial risks 
absent guidelines and appropriate rules of conduct. 


The Commission withdraws proposed Rule 15c3-5 at this 
time in reliance upon its existing regulatory programs for 
brokers and dealers. 
By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12439/May 12, 1976 


NOTICE OF EXTENSION OF TIME FOR COMMISSION 
ACTION ON PROPOSED RULE CHANGE FILED BY THE 
PACIFIC STOCK EXCHANGE, INC. 

(File No. SR-PSE-76-5) 


Notice is hereby given that the Securities and Exchange 
Commission extends, for a period of 90 days from the date 
of publication, Commission action on the proposed amend- 
ment to Rule VII of the Pacific Stock Exchange, Inc. The 
proposed rule change, which was filed pursuant to Section 
19(b)(2) of the Securities Exchange Act of 1934 (‘the Act’’) 
and Rule 19b-4 thereunder, was published in the Federal 
Register on April 19, 1976. 


Section 19(b)(2) of the Act provides that the Commission 
shall take action with respect to a proposed rule change filed 
by a self-regulatory organization within 35 days of its 
publication. However, the section permits the Commission 
to designate a longer period, up to 90 days after publication, 
if it finds such extension to be appropriate and publishes its 
reasons for so finding. 


On April 20, 1976 the Commission announced a program 
for allocation of regulatory responsibilities, including the 
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adoption of Rule 17d-1 and proposal of Rule 17d-2. As 
proposed, Rule 17d-2 would call upon self-regulatory 
organizations to recommend, in the form of plans to be filed 
with the Commission, allocation of regulatory responsibility 
among themselves with respect to members which they 
have in common. The Commission will be soliciting com- 
ments on the implementation of this program until June 15, 
1976. . 


Since the proposed amendment to PSE Rule Vil was 
published on April 19, 1976 under Section 19(b)(2) of the 
Act, absent an extension of time, Commission action on this 
proposal would be required by May 24, 1976. However, in 
order for the Commission to consider the interaction of the 
allocation program as it will be put into effect subsequent to 
June 15, 1976 and the proposed PSE rule, the Commission 
has determined that there is good cause to find, and does 
find, that Commission action on the proposed amendment to 
PSE’s Rule VII should be deferred, pursuant to Section 
19(b)(2) of the Act, for 90 days from the date of publication 
of the proposed amendment. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12440/May 12, 1976 


PROPOSAL TO ADOPT RULES 17Ad-1, 17Ad-2, 17Ad-3, 
17Ad-4 and 17Ad-5 UNDER THE SECURITIES EXCHANGE 
ACT OF 1934 PERTAINING TO CERTIFICATE 
TURNAROUND TIME, REPORTING REQUIREMENTS 
RELATED THERETO, RESPONSE TIME FOR 
CONFIRMATION REQUESTS AND OTHER 
CORRESPONDENCE AND RECORDKEEPING 
REQUIREMENTS FOR REGISTERED TRANSFER AGENTS. 
(S7-631 Comment Period Expires July 2, 1976) 


Introduction - Summary of Proposed Rules 


Notice is hereby given that the Securities and Exchange 
Commission (the Commission’) has under consideration 
proposals to adopt Rules 17Ad-1, 17Ad-2, 17Ad-3, 17Ad-4 
and 17Ad-5 under the Securities Exchange Act of 1934 (the 
Act’). 


Proposed Rule 17Ad-1 establishes a maximum turnaround 
time within which all registered transfer agents must com- 
plete at least ninety percent of the routine transfer items 
presented on any business day. Additionally, a maximum 
turnaround time is established within which outside 
registrars, as defined in the rule, must complete at least 
ninety percent of the items presented for performance of the 
registrar function on any business day. In each case, the 
remaining items must be processed promptly. 


Proposed Rule 17Ad-2 requires any registered transfer 
agent which for items presented during any calendar week 


does not turnaround within seventy-two hours at least 
ninety-five percent of the routine items presented or perform 
the registrar function within twenty-four hours for at least 
ninety-five percent of the items presented to give written 
notice of such failure to the Commission and the transfer 
agent's appropriate regulatory agency, if it is not the Com- 
mission.' Proposed Rule 17Ad-2 places certain restrictions 
on a registered transfer agent's ability to expand its business 
if it is required to file such written notice with respect to four 
consecutive calendar weeks. 


Proposed Rule 17Ad-2 requires any registered transfer 
agent which for any issue for items presented during any 
calendar week does not turnaround within seventy-two 
hours at least ninety-five percent of the routine items 
presented or perform the registrar function within twenty- 
four hours for at least ninety five percent of the items 
presented to give written notice of such failure to the Com- 
mission and the transfer agent’s appropriate regulatory 
agency, if it is not the Commission, the issuer, and, if the 
issuer acts as its own transfer agent, the issuer’s board of 
directors. 


Proposed Rule 17Ad-3 requires each registered transfer 
agent within five business days following receipt of a re- 
quest for information concerning an open transfer item from 
or on behalf of a presentor to confirm or deny the transfer 
agent's possession of the item and to respond to other in- 
quiries of the presentor concerning the item, unless the 
transfer agent dispatches a new certificate to the presentor 
within five business days of the transfer agent’s receipt of 
the request. 


Proposed Rules 17Ad-4 and 17Ad-5 require registered 
transfer agents to make, keep current and maintain certain 
books and records. 


Background 


Against the backdrop of the 1967-1970 paperwork and 
financial crisis in the securities industry, Congress, in 
December 1970, enacted the Securities Investor Protection 
Act of 1970 ("SIPC Act’’).2 Section 11(h) of the SIPC Act 
directed the Commission to conduct a study of unsafe and 
unsound practices and to report to Congress what was being 
done under existing law to eliminate those practices and 
what additional legislation was needed. 


In its Study of Unsafe and Unsound Practices of Brokers and 
Dealers (the ‘‘Study’’),2. which was submitted to Congress in 
December, 1971, the Commission noted, among other 
things, that the functions of transfer agents and registrars 
had been largely unregulated and the substandard perfor- 
mance of transfer agents was a significant contributing fac- 
tor to the paperwork crunch of the 1967-1970 period. 


The Study concluded that additional legislation was needed 
in the securities processing area, and in 1972 the Commis- 
sion recommended to Congress legislation concerning the 
processing of securities transactions which, among other 
things, provided for the regulation of transfer agents. 
securities depositories and clearing agencies. In the same 
year, a number of other bills concerning securities process- 
ing were introduced in both the House and the Senate. 
Although these bills were not enacted, various other bills 
concerning securities processing were introduced in both 
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Houses of Congress in 1973 and 1975, culminating, in 
1975, with the enactment of the Securities Acts 
Amendments of 1975 (the “1975 Amendments”).* 


Securities Acts Amendments of 1975 


As amended by the 1975 Amendments, the Act, in Section 
17A, provides for federal regulation of the securities hand- 
ling process, including clearing agencies, depositories, and 
transfer agents, with a view to facilitating the establishment 
of a national system for the prompt and accurate clearance 
and settlement of securities transactions. To this end, Sec- 
tion 17A(c) of the Act requires any person performing the 
function of a transfer agent, as defined in Section 3(a)(25) of 
the Act, with respect to any security registered under Sec- 
tion 12 of the Act or which would be required to be 
registered except for the exemption contained in subsection 
(g)(2)(B) or (g)(2)(G) of Section 12 to register with the ap- 
propriate regulatory agency for such transfer agent. With 
respect to any transfer agent so registered, Section 
17A(d)(1) of the Act authorizes the Commission to prescribe 
such rules and regulations as may be necessary or ap- 
propriate in the public interest, for the protection of in- 
vestors, or otherwise in furtherance of the purposes of the 
Act.’ Additional Commission rulemaking authority concern- 
ing registered transfer agents is contained in Section 17 of 
the Act. 


In discussing the Commission’s rulemaking power under 
Section 17A(d)(1) of $.249, the precursor to Section 
17A(d)(1) of the 1975 Amendments, the Committee Report 
which accompanied S.249 stated: “... The Commission is 
empowered with broad rulemaking authority over all aspects 
of a transfer agents’ activities as transfer agent ... The Com- 
mittee expects this to include, among other matters, 
minimum standards of performance, the prompt and ac- 
curate processing of securities transactions, and operational 
compatibility of and cooperation by transfer agents with 
other facilities and participants in the securities handling 
process. ’® 


While in recent years transfer agents have made substantial 
progress in upgrading their operations, the Commission 
believes that minimum standards continue to be necessary 
to insure that the problems which occurred from 1967 to 
1970 will not recur and to facilitate the establishment of a 
national system for the prompt and accurate clearance and 
settlement of securities transactions. Accordingly, today the 
Commission is proposing a series of rules to establish cer- 
tain minimum standards for registered transfer agents. 
Because the standards embodied in the proposed rules are 
minimum standards, the Commission expects that 
registered transfer agents whose current performance ex- 
ceeds the proposed standards will maintain current perfor- 
mance levels. 


Proposed Rule 17Ad-1 


Proposed Rule 17Ad-1 is designed to establish a time within 
which all registered transfer agents must accomplish 
transfer of routine items (“turn-around”). Routine transfer 
items are transfers which do not require additional cer- 
tificates, documentation, instructions, guarantees, en- 
dorsements explanations or other matter (‘additional 
matter’) before transfer can be effected properly. Under the 
proposed rule, turnaround of at least ninety percent of all 
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routine transfer items received during any business day must 
be accomplished within seventy-two hours of receipt. Turn- 
around of the remaining items must be accomplised 
promptly. In addition, a registered transfer agent which 
receives a non-routine transfer item—a transfer request 
which requires additional matter before transfer can be 
made properly—must, within forty-eight hours of receipt of 
the non-routine item, send an advice to the presentor 
specifying any additional matter needed before turnaround 
can be made properly. Once the requested additional matter 
is received by the registered transfer agent, the item to 
which the advice pertains becomes a routine transfer item 
and turnaround must be effected within seventy-two hours. 
In addition, if an advice is not responded to within 60 days, 
the registered transfer agent must return to the presentor 
the item to which the advice pertains unless the presentor 
instructs otherwise. 


Proposed Rule 17Ad-1 further provides that a registered 
transfer agent which performs the registrar function for an 
item but is not the registered transfer agent to which the 
item is initially presented for transfer, i.e, an outside 
registrar, must, within twenty-four hours, for at least ninety 
percent of all items presented for performance of a registrar 
function during any business day, either turnaround the item 
or send the presentor a written notice stating the reasons 
turnaround may not be effected and specifying any ad- 
ditional matter needed before turnaround may be effected. 
The remaining items must be processed promptly. 


Proposed Rule 17Ad-1 defines “turnaround” to include all 
acts necessary to cancel the old certificate and re-issue a 
new one or, in the case of an outside registrar, to complete 
the registrar function and to return the certificates. The rule 
measures turnaround time from the time an item is received 
by a registered transfer agent or a facility employed by the 
registered transfer agent for original receipt, such as a drop, 
until the time the item, in accordance with the presentor’s 
instructions, is dispatched, mailed or made available to the 
presentor at the point of original receipt. 


Proposed Rule 17Ad-2 


Pursuant to Proposed Rule 17Ad-2(a), any registered 
transfer agent, including an outside registrar, which for items 
presented during any calendar week, does not turnaround at 
least ninety-five percent of the routine items or perform the 
registrar function for at least ninety-five percent of the items 
in accordance with the time requirements of Rule 17Ad-1 
must file a written notice with the Commission and the 
transfer agent's appropriate regulatory agency, if it is not the 
Commission. The written notice would contain the number 
and percentage of routine transfer items or items for which 
the transfer agent was requested to perform the registrar 
function not completed in accordance with the times 
specified in Rule 17Ad-1, the reasons the items were not 
completed within the times specified in Rule 17Ad-1 and 
the steps taken by such transfer agent to effect compliance 
with the times specified in Rule 17Ad-1. 


Proposed Rule 17Ad-2(b) would require a_ registered 
transfer agent, including an outside registrar, which for any 
issue for items presented during any calendar week does not 
turnaround at least ninety-five percent of the routine items 
or perform the registrar function for ninety-five percent of 
the items in accordance with the time requirements of Rule 
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17Ad-1 to give written notice of such failure to the Commis- 
sion and the transfer agent's appropriate regulatory agency, 
if it is not the Commission, the issuer, and, if the issuer acts 
as its own transfer agent, the issuer's board of directors. The 
written notice would contain information for the issue iden- 
tical to that required by Proposed Rule 17Ad-2(a). 


Proposed Rule 17Ad-2(c) provides that any registered 
transfer agent which files such written notices pursuant to 
Rule 17Ad-2(a) with respect to four consecutive calendar 
weeks shall not, from the date of filing of the written notice 
with respect to the fourth consecutive calendar week (the 
“disability date’’) until the end of the next following period of 
twelve successive calendar weeks during which no written 
notices shall have been filed, initiate the performance of any 
transfer agent function for a security for which the transfer 
agent does not perform transfer agent functions on the dis- 
ability date or initiate for any issue the performance of a 
transfer agent function not performed for the issue on the 
disability date, unless, upon written application by the 
transfer agent, the transfer agent's appropriate regulatory 
agency shall provide otherwise by order. 


Proposed Rule 17Ad-3 


Pursuant to Proposed Rule 17Ad-3, each registered transfer 
agent, within five business days following receipt of an in- 
quiry with respect to an open transfer item from or on behalf 
of its presentor, must respond to the request unless, within 
five business days following receipt of the inquiry, turn- 
around of the item is effected. 


Proposed Rule 17Ad-4 


Proposed Rule 17Ad-4 would require every registered 
transfer agent to make and keep current certain records. 
Among other things, registered transfer agents would be 
required to maintain records to show the time and date of 
receipt and delivery of each transfer item presented to the 
transfer agent. In the case of non-routine transfer items, the 
transfer agent would be required to retain a copy of the ad- 
vice sent to the presentor explaining why transfer cannot be 
accomplished, a record of the time and date additional 
matter requested by the advice is received and, if the advice 
is not responded to within sixty days, a record of the date on 
which the item to which the advice pertained is returned to 
the presentor. Recordkeeping requirements would be es- 
tablished with respect to receipt of and response to confir- 
mation requests and other correspondence, any written 
notice required pursuant to Rule 17Ad-2, calculations 
demonstrating the registered transfer agent’s compliance 
with Rules 17Ad-1 and 17Ad-2 as well as other matters. 


Proposed Rule 17Ada-5 


Proposed Rule 17Ad-5(a) would require every registered 
transfer agent to maintain and preserve all records required 
by Rule 17Ad-4 for a period of not less than six years, the 
first two years in an easily accessible place. Proposed Rule 
17Ad-5(b) would also require registered transfer agents to 
maintain and preserve for certain periods records required to 
be prepared pursuant to Rule 17f-2 (the fingerprinting rule). 
Proposed Rule 17Ad-5(c) would allow a registered transfer 
agent to maintain records on microfilm under certain con- 
ditions. 


Statutory Basis and Requirements to Consult 


Proposed Rules 17Ad-1, 17Ad-2, 17Ad-3, 17Ad-4 and 
17Ad-5 would be adopted pursuant to Sections 2, 17, 17A 
and 23(a) of the Securities Exchange Act of 1934. Pursuant 
to the objectives of Section 17A(d)(3)(A)(i), the Commission, 
at least fifteen days prior to announcing these proposals, 
consulted with the Federal bank regulatory agencies and 
requested their views on the rules proposed herein. 


The Text of Proposed Rule 17Ad-1 follows: 


(a) Every registered transfer agent (except one acting 
solely as an outside registrar) shall turnaround within 
seventy-two hours at least ninety percent of all routine 
transfer items presented for transfer on any business 
day and shall turnaround the remaining items prompt- 
ly. 


(b) Every registered transfer agent, within forty-eight 
hours of receipt of a non-routine transfer item, shall 
send an advice to the presentor of the item stating the 
reason turnaround may not be effected properly and 
specifying any additional matter needed before turn- 
around may be effected properly. Following receipt 
by the registered transfer agent of the additional 
matter requested in the advice sent to the presentor of 
a non-routine transfer item, the item treated originally 
as a non-routine transfer item shall be treated as a 
routine transfer item and turnaround of the item shall 
be effected within the time specified in paragraph (a) 
of this section. If no response to an advice sent to a 
presentor by a registered transfer agent is received 
within sixty days following the date on which the ad- 
vice was sent, the registered transfer agent shall 
return to the presentor the item to which the advice 
pertains. 


(c) Every outside registrar shall, with respect to at 
least ninety percent of all items presented for perfor- 
mance of a registrar function on any business day, 
within twenty-four hours following receipt of an item, 
either turnaround the item or send the presentor a 
written notice stating the reason turnaround may not 
be effected and specifying any additional matter need- 
ed before turnaround may be effected. The remaining 
items shall be processed promptly. 


(d) Hours included in days on which a registered 
transfer agent is not normally open for business shall 
not be counted in calculating the time periods set forth 
in paragraphs (a), (b) and (c) of this section. 


(e) As used in this section and in Sections 240.1 7Ad- 
2, 240.17Ad-3 and 240.17Ad-4 (Rules 17Ad-2, 
17Ad-3 and 17Ad-4): 


(1) The term “turnaround” means the accurate com- 
pletion of all acts necessary to cancel the certificates 
presented for transfer and to disburse funds therefor or 
to issue new certificates (including performance of the 
registrar function) or, in the case of an outside 
registrar, to complete the registrar function and to 
return the certificates, beginning with the time an item 
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is received by a registered transfer agent, or a facility 
employed by a registered transfer agent for original 
receipt of transfer items, and ending with the time the 
completed item, in accordance with the presentor’s in- 
structions, is dispatched, mailed or made available at 
the point of original receipt. 


(2) The term ‘additional matter” means any ad- 
ditional certificates, documentation, instructions, 
guarantees, endorsements, explanations or other 
matter needed before turnaround of an item may be 
effected properly. 


(3) The term “routine transfer item” means an item 
presented for transfer for which no additional matter is 
needed before the item can be transferred properly. 
Any other transfer item is a “non-routine transfer 
item”. 


(4) The term “outside registrar’, with respect to a 
transfer item, means a registered transfer agent which 
performs the registrar function for the certificates 
presented for transfer but is not the registered transfer 
agent to which the item is initially presented for 
transfer. 


The Text of Proposed Rule 17Ad-2 follows: 


(a) Any registered transfer agent which for items 
presented during any calendar week does not effect 
turnaround of at least ninety-five percent of routine 
transfer items or does not turnaround, or notify the 
presentor concerning, at least ninety-five percent of 
the items for which the transfer agent is the outside 
registrar within the times specified in Section 
240.17Ad-1 (Rule 17Ad-1) (a “failure to complete pro - 
cessing”) shall, within six business days following the 
end of the calendar week, file with the Commission and 
the registered transfer agent’s appropriate regulatory 
agency, if it is not the Commission, a written notice 
containing the number and percentage of routine 
transfer items or items for which the transfer agent 
was requested to perform the registrar function for 
which there was a failure to complete processing, the 
reasons for the failure to complete processing, and the 
steps the transfer agent has taken, is taking or will 
take to prevent any future failure to complete process- 
ing. 


(b) Any registered transfer agent which for any issue 
fails to complete processing for items presented dur- 
ing any calendar week shall, within six business days 
following the end of the calendar week, file with the 
Commission, with the registered transfer agent's ap- 
propriate regulatory agency, if it is not the Commis- 
sion, and with the issuer or, if the registered transfer 
agent is the issuer, the registered transfer agent's 
board of directors, a written notice containing the 
name of the issue, the number and percentage of the 
items of the issue for which there was a failure to 
complete processing, the reasons for the failure to 
complete processing, and the steps the transfer agent 
has taken, is taking or will take to prevent any future 
failure to complete processing for the items. 


(c) No registered transfer agent which is required to 
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file written notices pursuant to paragraph (a) of this 
section with respect to four consecutive calendar 
weeks shall, from the date of the filing of the written 
notice with respect to the fourth consecutive calendar 
week (the ‘‘disability date’) until the end of the next 
following period of twelve successive calendar weeks 
during which no written notices shall have been re- 
quired pursuant to paragraph (a) of this section, in- 
itiate the performance of any transfer agent function 
for a security for which the transfer agent does not 
perform transfer agent functions on the disability date 
or initiate for any issue the performance of a transfer 
agent function not performed for the issue on the dis- 
ability date, unless, upon written application by the 
transfer agent, the transfer agent's appropriate 
regulatory agency shall provide otherwise by order. A 
copy of a written application filed with the transfer 
agent's appropriate regulatory agency, if it is not the 
Commission, shall be filed with the Commission in ac- 
cordance with paragraph (d) of this section. 


(d) Any written notice required to be filed with the 
Commission by a registered transfer agent pursuant to 
this section shall be filed with the principal office of 
the Commission in Washington, D. C. and, in the case 
of a registered transfer agent for which the Commis- 
sion is the appropriate regulatory agency, with the 
Regional Office of the Commission for the region in 
which the registered transfer agent has its principal 
place of business. 


(e) Any written notice required to be filed with the 
Comptroller of the Currency pursuant to this section 
shall be filed with the Office of the Comptroller of the 
Currency, Administrator of National Banks, 
Washington, D. C. 20219. 


(f) Any written notice required to be filed with the 
Board of Governors of the Federal Reserve System 
pursuant to this section shail be filed with the Board of 
Governors of the Federal Reserve System, 
Washington, D. C. 20551 and with the Federal 
Reserve Bank of the District in which the registered 
transfer agent’s principal banking operations are con- 
ducted. 


(g) Any written notice required to be filed with the 
Federal Deposit Insurance Corporation pursuant to 
this section shall be filed with the Federal Deposit In- 
surance Corporation, Washington, D. C. 20429. 


The Text of Proposed Rule 17Ad-3 follows: 


(a) Every registered transfer agent, within five business 
days following the receipt of an inquiry concerning an 
open transfer item from or on behalf of its presentor, 
shall confirm or deny possession of the item and shall 
otherwise respond to the presentor’s inquiry, unless 
turnaround of the item is effected within five business 
days following the transfer agent's receipt of the in- 
quiry. 


The Text of Proposed Rule 17Ad-4 follows: 


Every registered transfer agent shall make and keep 
current the following books and records: 
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6 @ (a) a duplicate of any advice sent to a presentor of a 
non-routine transfer item: 


bs] (b) a duplicate of any notice sent to a presentor of an 
item by an outside registrar performing a registrar 
function; 


(c) a duplicate of any written notice required to be filed 
¢'@ pursuant to Section 240.17Ad-2 (Rule 17Ad-2): 


(d) any inquiry received concerning an open transfer 
item and a duplicate of the response to each inquiry; 


(e) a record of the time and date of receipt and dis- 
patch, mailing or availability of each item presented to 

@ such registered transfer agent for transfer or for per- 
formance of a registrar function and of the return of 
any such item improperly transferred; 


(f) a record of the time and date any advice or notice is 
sent to a presentor of a non-routine transfer item or an 
. item for performance of a registrar function and of the 
°@ time and date any additional matter requested in any 
advice or notice is received by the registered transfer 
agent or the item to which the advice or notice per- 
. tains is returned to the presentor; 


(g) a record of the time and date the information con- 
tained in any written notice required to be filed pur- 
suant to Section 240.17Ad-2 (Rule 17Ad-2) first 
i® becomes available to the registered transfer agent and 

of the time and date the written notice is dispatched; 


(h) a record of the time and date any inquiry concern- 

ing an open transfer item is received from or on 

behalf of the presentor of an item and date the 

response to the inquiry is sent or turnaround of the 
.@ item is effected; and 


(i) a record of calculations demonstrating the 
registered transfer agent's compliance with Sections 
240.17Ad-1, and 240.17Ad-2 (Rules 17Ad-1 and 
17Ad-2). 


te The Text of Proposed Rule 17Ad-5 follows: 


(a) Every registered transfer agent shall maintain and 
preserve all records required by Section 240.17Ad-4 
(Rule 17Ad-4) for a period of not less than six years, 
the first two years in an easily accessible place. 


* (b) Every registered transfer agent shall maintain and 
preserve in an easily accessible place: 


(1) all records required under Section 240.17f-2(d) 
(Rule 17f-2(d)) until at least three years after the ter- 
mination of employment of those persons required by 
Section 240.17f-2 (Rule 17f-2) to be fingerprinted, 
and 


(2) all records required pursuant to Section 240.17f- 
2(e) (Rule 17f-2(e)) for three years. 


served pursuant to Section 240.17Ad-4 (Rule 17Ad-4), 


* (c) The records required to be maintained and pre- 
and Section 240.17Ad-5 (Rule 17Ad-5) may be im- 


mediately produced or reproduced on microfilm and 
be maintained and preserved for the required time in 
that form. If such microfilm substitution for hard copy 
is made by a registered transfer agent, he shall: (1) at 
all times have available for examination by the Com- 
mission and the appropriate regulatory agency for 
such transfer agent, facilities for immediate, easily 
readable projection of the microfilm and for producing 
easily readable facsimile enlargements, (2) arrange the 
records and index and file the films in such a manner 
as to permit the immediate location of any particular 
record, (3) be ready at all times to provide, and im- 
mediately provide, any facsimile enlargement which 
the Commission and the appropriate regulatory agen- 
cy by its examiners or other representatives may re- 
quest, and (4) for the period for which the microfilmed 
records are required to be maintained, store separately 
from the original microfilm records a copy of the 
microfilm records. 


All interested persons are invited to submit their views on 
proposed Rules 17Ad-1, 17Ad-2, 17Ad-3, 17Ad-4 and 
17Ad-5 to George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549, no later than July 2, 1976. 
Reference should be made to File No. S7-631. All com- 
ments received will be subject to public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘The appropriate regulatory agency for a transfer agent is 
defined in Section 3(a)(34)(B) of the Act. 


215 U.S.C. 78aaa 
3H.R. Doc. No. 92-231, 92d Cong., 1st Sess. (1971). 
* Pub. L. No. 94-29 (June 4, 1975). 


5 Rules applicable to securities processing activities of 
registered transfer agents apply to securities processing ac- 
tivities affecting all securities processed by registered 
transfer agents, including securities not registered under 
Section 12 of the Act or which would not be required to be 
registered except for the exemption contained in subsec- 
tions (g)(2)(B) or (g)(2)(G) of Section 12. 


® Senate Comm. on Banking, Housing, and Urban Affairs, 
S.R. No. 94-75, 94 Cong., 1st Sess. 57 (1975). 
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NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
PACIFIC STOCK EXCHANGE, INC. 
File No. SR-PSE-76-16 
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The Pacific Stock Exchange, Inc. ("PSE") submitted on May 
3, 1976, a proposed rule change under Rule 19b-4 to clarify 
Section 9(a) of Rule 1X by setting forth the amounts of and 
circumstances under which initial, transfer, and processing 
fees shall be payable in connection with the acquisition or 
transfer of a membership. 


The foregoing rule change has become effective, pursuant to 
Section 19(b)(3)(A) of the Securities Exchange Act of 1934. 
At any time within sixty days of the filing of such proposed 
rule change, the Commission may summarily abrogate such 
rule change if it appears to the Commission that such action 
is necessary or appropriate in the public interest, for the 
protection of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in the 
Federal Register during the week of May 17, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within 30 days 
from the date of publication in the Federa/ Register. Persons 
desiring to make written submissions should file six copies 
thereof with the Secretary of the Commission, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to File 
No. SR-PSE-76-16. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available at 
the principal office of the abovementioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12442/May 13, 1976 


In the Matter of 


AMERICAN STOCK EXCHANGE CLEARING 
CORPORATION 
86 Trinity Place 


New York, New York 10006 
(SR-ASECC-76-1) 


ORDER APPROVING PROPOSED CHANGES IN THE 
RULES OF AMERICAN STOCK EXCHANGE CLEARING 
CORPORATION 


On March 22, 1976, American Stock Exchange Clearing 
Corporation (““ASECC”’) filed with the Commission, pursuant 
to Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’) and Rule 19b-4 thereunder, copies of proposed 
rule changes relating to (i) priority mechanisms for the 
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allocation of securities, and (ii) the treatment of dividends 
payable in the form of securities or cash (optional 
dividends’), in ASECC’s continuous net settlement (“CNS”) 
system. 


Notice of the proposed rule changes, together with the 
terms of substance of the proposed rule changes, was given 
by publication of a Commission Release (Securities Ex- 
change Act Release No. 12292 (March 31, 1976)) and by 
publication in the Federa/ Register (41 Fed. Reg. 14794) 
(April 7, 1976). 


By a letter to the Commission contained in File No. SR- 
ASECC-76-1, ASECC made certain undertakings with 
respect to the above-referenced rule changes. 


The Commission finds that the proposed rule changes are 
consistent with the requirements of the Act and the rules 
and regulations thereunder applicable to registered clearing 
agencies, and, in particular, the requirements of Section 
17A. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the above-mentioned proposed rule change, 
contained in File No. SR-ASECC-76-1, be, and it hereby is, 
approved. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12443/May 13, 1976 


In the Matter of 


STOCK CLEARING CORPORATION 
55 Water Street 
New York, New York 10041 


(SR-SCC-76-2) 


ORDER APPROVING PROPOSED CHANGES IN THE 
RULES OF STOCK CLEARING CORPORATION 


On March 5, 1976, Stock Clearing Corporation (“SCC”) filed 
with the Commission, pursuant to Section 19(b) of the 
Securities Exchange Act of 1934 (the “Act’’) and Rule 19b- 
4 thereunder, copies of proposed rule changes relating to (i) 
priority mechanisms for the allocation of securities, and (ii) 
the treatment of dividends payable in the form of securities 
or cash (“optional dividends’), in SCC’s continuous net 
settlement (“CNS”) system. 


Notice of the proposed rule changes, together with the 
terms of substance of the proposed rule changes, was given 
by publication of a Commission Release (Securities Ex- 
change Act Release No. 12225 (March 17, 1976)) and by 
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publication in the Federal Register (41 Fed. Reg. 12105) 
(March 23, 1976). 


By a letter to the Commission contained in File No. SR-SCC- 
76-2, SCC made certain undertakings with respect to the 
above-referenced rule changes. 


The Commission finds that the proposed rule changes are 
consistent with the requirements of the Act and the rules 
and regulations thereunder applicable to registered clearing 
agencies, and, in particular, the requirements of Section 
17A. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the above-mentioned proposed rule change, 
contained in File No. SR-SCC-76-2, be, and it hereby is, ap- 
proved. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12444/May 13, 1976 


The Securities and Exchange Commission has issued a 
notice giving interested persons until June 4, 1976, to re- 
quest a hearing o” an application by United Air Lines, Inc. 
(“Applicant”), a wholly owned subsidiary of UAL, Inc. 
("UAL"), pursuant to Section 12(h) of the Securities Ex- 
change Act of 1934 (1934 Act’’) for an order exempting 
Applicant from the reporting requirements of Section 13 of 
the 1934 Act. 


Applicant's 5% Subordinated Debentures due 1991 and 4- 
1/4% Subordinated Debentures due 1992 (‘‘Debentures’’) 
are listed on the New York Stock Exchange, where there has 
been limited trading activity. UAL is primarily liable for the 
obligations of the Debentures and none of the securities of 
Applicant (other than the Debentures) are held by any per- 
son other than UAL. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12445/May 13, 1976 


Administrative Proceeding File No. 3-5016 
In the Matter of 
BOND, RICHMAN & CO., INC. 


63 Wall Street 
New York, New York 


STANLEY A. MORGENSTERN 
25 Central Park West 
New York, New York 


ORDER INSTITUTING PROCEEDINGS AND IMPOSING 
REMEDIAL SANCTIONS. 


In connection with a proposed administrative proceeding, 
Bond, Richman & Co., Inc. (“Bond Richman’), a broker- 
dealer registered with the Commission pursuant to Section 
15(b) of the Securities Exchange Act of 1934 (“Exchange 
Act’) and Stanley A. Morgenstern (“Morgenstern”), prin- 
cipal and Chairman of the Board of Bond Richman, have 
submitted Offers of Settlement which the Commission has 
determined to accept. Solely for the purpose of the 
proceedings and any other proceedings pursuant to 
specified sections of the Exchange Act, the Securities Act of 
1933, the Investment Company Act of 1940, the Invest- 
ment Advisers Act of 1940 and the Securities Investor 
Protection Act of 1970 ("SIPA’) and without admitting or 
denying the findings herein, Bond Richman and 
Morgenstern consent to the findings and sanctions set forth 
below. 


Accordingly, IT 1S ORDERED that proceedings pursuant to 
Section 15(b) and 19(h) of the Exchange Act be, and they 
hereby are, instituted. 


On the basis of this Order for Proceedings and the Offers of 
Settlement submitted by respondents and Bond Richman 
and Morgenstern, it is found that: 


A. Bond Richman and Morgenstern wilfully violated 
Section 10(b) of the Exchange Act and Rules 10b-5, 
10b-6 and 10b-9 thereunder and Sections 5(a), 5(b) 
and 5(c) of the Securities Act of 1933 in connection 
with transactions in the securities of The Rovac Cor- 
poration for the period from on or about October 1, 
1974 to on or about February 20, 1975: 


B. On May 13, 1976 the United States District Court 
for the District of Columbia permanently enjoined 
Bond Richman and Morgenstern from further 
violations of Section 10(b) of the Exchange Act and 
Rules 10b-5, 10b-6 and 10b-9 thereunder and Sec- 
tions 5(a), 5(b) and 5(c) of the Securities Act of 1933. 


IV. 


In view of the foregoing, it is in the public interest to impose 
the sanctions specified in the Offers of Settlement. 


Accordingly, IT 1S ORDERED that Bond Richman be and it 
hereby is suspended as of opening of business on May 17, 
1976 from engaging directly or indirectly in any un- 
derwriting activities whatsoever for six (6) months (one hun- 
dred eighty (180) days) and it is further 


ORDERED that Morgenstern be and he hereby is suspended 
as of opening of business on May 17, 1976, from associa- 
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tion with any broker, dealer, investment company or invest- 
ment adviser for a period of three (3) months (ninety (90) 
days) and thereafter suspended from engaging either direct- 
ly or indirectly in any underwriting activities whatsoever for a 
period of three (3) additional months (ninety (90) days). 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12446/May 13, 1976 


Admin. Proc. File No. 3-4994 
In the Matter of 


GENERAL DRILLING & MINING INTERESTS, INC. 
210 Fleetway 
Houston, Texas 


FINDINGS AND ORDER DENYING REGISTRATION 


In this proceeding to determine whether its application for 
registration as a broker dealer should be denied General 
Drilling & Mining Interests, Inc. (Applicant) has, without ad- 
mitting or denying the allegations in the order for 
proceeding, submitted an offer of settlement which the 
Commission has determined to accept. 


On the basis of the order for proceeding and the offer of 
settlement it is found that: 


1. Applicant willfully made and caused to be made in 
its application for registration, statements which were, 
at the time and in the light of the circumstances under 
which they were made, false and misleading with 
respect to material facts. 


2. Persons associated with Applicant are: permanent- 
ly or temporarily enjoined by, order, judgment and 
decree of a court of competent jurisdiction from acting 
as brokers and dealers and from engaging in any such 
activity in connection with the purchase or sale of 
securities; have willfully violated provisions of the 
Securities Act of 1933, the Securities Exchange Act of 
1934 and Rules thereunder; and a person associated 
with Applicant has been convicted, within ten years 
preceding the filing of the application, of mis- 
demeanors involving embezzlement and fraudulent 
concealment. 


It is further found that if Applicant were registered as a 
broker dealer its registration would be subject to suspension 
or revocation under paragraph (4) of Section 15(b) of the 
Securities Exchange Act of 1934. 

Accordingly, IT |S ORDERED that General Drilling & Mining 
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Interests, Inc.’s application for registration as a broker dealer 
be, and hereby is, denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12447/May 13, 1976 


Adm. Pro. File No. 3-4711 
In the Matter of 


BELL & BECKWITH 
GRAFTON MOUEN 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securites Ex- 
change Act Bell & Beckwith (“B&B”) and Grafton Mouen 
(“Mouen”) have each submitted an Offer of Settlement 
which the Commission has determined to accept. Solely for 
the purpose of this proceeding and without admitting or 
denying the allegations in the order for proceedings 
respondents consent to the findings and sanctions set forth 
below. 


On the basis of the order for proceedings and the offers of 
settlement, it is found that during the period from on or 
about February 18, 1971 to on or about January 1, 1974 
B&B and Mouen wilfully violated and wilfully aided and 
abetted violations of Section 10(b) of the Securities Ex- 
change Act of 1934 ("Exchange Act’’) and Rule 10b-5 
thereunder, in connection with transactions in the common 
stock of Pelorex Corp.* 


In view of the foregoing, it is in the public interest to impose 
the sanctions specified in the offers of settlement. 


Accordingly, IT 1S ORDERED that B&B be, and it hereby is, 
censured; and will implement a compliance program es- 
tablishing a procedure whereby any over-the-counter 
securities shall not be recommended and/or purchased on 
behalf of any retail customers without the prior approval of a 
committee of three B&B partners of the security to be 
recommended. 


Furthermore, IT IS ORDERED that Grafton Mouen be, and 
he hereby is, suspended from further association with a 
broker, or dealer for a period of 20 days. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





* The word “wilfully” is used as it was used by the Second 
Circuit in Tager v. SEC, 344 F.2d 5 (2nd Cir., 1965), and 
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meaning that the respondents intentionally committed the 
acts which constitute the violations but not necessarily that 
the respondents intended to violate the securities laws. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12448/May 13, 1976 


Adm. Pro. File No. 3-4711 
In the Matter of 


WILLIAM DIX 
New York, New York 


ORDER IMPOSING REMEDIAL SANCTION 


In these broker-dealer proceedings under the Securities Ex- 
change Act William Dix (“Dix’’) has submitted an offer of 
settlement which the Commission has determined to accept. 
Solely for the purpose of this proceeding and without admit- 
ting or denying the allegations in the order for proceedings 
respondent consents to the findings and sanctions set forth 
below. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that during the period from on or 
about February 18, 1971 to on or about January 1, 1974 
Dix wilfully violated and wilfully aided and abetted violations 
of Section 10(b) of the Securities Exchange Act of 1934 
(Exchange Act’) and Rule 10b-5 thereunder, in connection 
with transactions in the common stock of Pelorex Corp.* 


In view of the foregoing, it is in the public interest to impose 
the sanctions specified in the offer of settlement. 


Accordingly, IT 1S ORDERED that William Dix be, and he 
hereby is, suspended from further association with a broker, 
dealer or investment company for a period of ten (10) days; 
suspended from association as an officer for a period of six 
(6) months; and barred from such association in a super- 
visory or proprietary capacity except that he may apply to 
become associated in a supervisory or proprietary capacity 
after one (1) year. In addition, for a period of eighteen (18) 
months from the expiration of the first 10 day suspension 
period, with the exception of certain securities, Dix is re- 
quired to obtain written authorization from the compliance 
director or a branch manager of any broker-dealer with 
which he may be associated for any securities transactions 
for accounts in which he maintains a beneficial interest or 
for recommendations to more than three customers for the 
purchase of any security. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12449/May 13, 1976 


Admin. Proc. File No. 3-4993 
In the Matter of 


SPINDLETOP SECURITIES, INC. 
3001 LBJ Freeway 
Dallas, Texas 


FINDING AND ORDER DENYING REGISTRATION 


In this proceeding to determine whether its application for 
registration as a broker-dealer should be denied, Spindletop 
Securities, Inc. (Applicant) has, without admitting or denying 
the allegations in the order for proceeding, submitted an 
offer of settlement which the Commission has determined to 
accept. 


On the basis of the offer of settlement and the order for 
proceeding it is found that persons associated with Appli- 
cant are temporarily enjoined by order of a court of compe- 
tent jurisdiction from violating the securities registration and 
broker-dealer registration provisions of the Texas Securities 
Act. It is further found that if Applicant were registered as a 
broker-dealer, its registration would be subject to suspen- 
sion or revocation under paragraph (4) of Section 15(b) of 
the Securities Exchange Act of 1934. 


Accordingly, IT 1S ORDERED that Spindietop Securities, 
Inc.’s application for registration as a broker-dealer be, and 
hereby is, denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19517/May 7, 1976 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
Wilmington, Delaware 


(70-5835) 


ORDER AUTHORIZING ISSUANCE AND SALE OF SHORT- 
TERM NOTES TO BANKS AND TO DEALERS IN 
COMMERCIAL PAPER AND EXCEPTION FROM 
COMPETITIVE BIDDING 


The Columbia Gas System, Inc. (‘Columbia’), a registered 
holding company, has filed an application and an amend- 
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ment thereto with this Commission pursuant to Section 6(b) 
of the Public Utility Holding Company Act of 1935 (“Act’’) 
and Rule 50(a)(5) promulgated thereunder regarding the 
following proposed transactions. 


Columbia requests that the exemption from the provisions of 
Section 6(a) of the Act afforded to it by the first sentence of 
Section 6(b), relating to the issue and sale of short-term 
notes, be increased through May 31, 1977, from 5% to ap- 
proximately 17% of the principal amount and par value of 
the other securities of Columbia then outstanding in order to 
permit Columbia to have outstanding up to $300,000,000 
principal amount of proposed short-term notes, consisting of 
bank notes and commercial paper. Generally, Columbia will 
make the proceeds from the sale of these notes available to 
its subsidiary companies for construction, for the purchase 
of underground storage gas during the summer months, for 
other miscellaneous inventories, and for other short-term 
requirements, in accordance with the terms of Columbia's 
filing for intrasystem financing (File No. 70-5834). 


Columbia proposes to issue and sell commercial paper to 
one or more dealers, and it will continue to do so long as the 
effective interest rate is less than the effective interest cost 
which Columbia would have to pay to banks for an 
equivalent amount of funds as of the date of borrowing, ex- 
cept that, in order to obtain maximum flexibility, commercial 
paper may be issued with a maturity of not more than 60 
days from the date of issue with an effective interest cost in 
excess of such effective interest cost on bank borrowings. 


The commercial paper will be in the form of promissory 
notes with maturities not to exceed 270 days and will not be 
prepayable prior to maturity. The actual maturities will be 
determined by market conditions, effective interest cost to 
Columbia, and Columbia’s anticipated cash requirements at 
the time of issue. The commercial paper notes will be issued 
in denominations of not less than $50,000 and not more 
than $5,000,000 and will be sold at a discount which will be 
not in excess of the discount rate per annum prevailing at 
the date of issuance for commercial paper of the particular 
maturity and rating. 


It is stated that no commission or fee will be payable in con- 
nection with the issue and sale of the commercial paper 
notes. Each dealer, as principal, will reoffer such notes at a 
discount rate of 1/8 of 1% per annum less than the discount 
rate to Columbia. The reoffering will be made to not more 
than an aggregate of 200 customers of the dealers, such 
customers to be identified and designated in lists (non- 
public) prepared in advance. No additions will be made to 
the customer lists, which will consist of institutional in- 
vestors. It is expected that Columbia’s commercial paper 
notes will be held by customers to maturity, but, if they wish 
to resell prior thereto, the applicable dealer, pursuant to a 
repurchase agreement, will repurchase the notes and reoffer 
the same to others in its specified group of customers. 


Columbia requests exception from the competitive bidding 
requirements of Rule 50 for the proposed issue and sale of 
its commercial paper. In support of this request, Columbia 
states that the proposed commercial paper notes will have a 
maturity of nine months or less, that it is not practical to in- 
vite competitive bids for commercial paper, and that current 
rates for commercial paper for such prime borrowers as 
Columbia are published daily in financial publications. 
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Columbia proposes that up to $190,000,000 of the pro- 
posed $300,000,000 of short-term borrowings may be in 
the form of short-term bank notes, issued from time to time 
in accordance with a proposed credit-line agreement with a 
group of participating banks. Columbia's proposed bank 
notes are to be repaid on or before the maturity date thereof, 
May 31, 1977, with cash generated from operations. The 
bank loans will bear interest at the minimum commercial 
lending rate in effect from time to time at Morgan Guaranty 
Trust Company of New York and will be prepayable, in 
whole or in part, without penalty. 


It is stated that although the banks have not required that 
Columbia maintain minimum compensating balances, it has 
been a policy of Columbia, in connection with certain of the 
bank loans, to maintain an average of 20% compensating 
balances, on loans outstanding and 10% of unused credit 
lines. On this basis, the effective cost of the bank borrowings 
(based on a prime rate of 6-3/4%) would be 8.44% per an- 


num. 


Columbia has requested that authority be granted to file cer- 
tificates under Rule 24 with respect to the proposed trans- 
actions on a quarterly basis. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said application has been given in 
the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19480), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said application, as amended, be granted. 


IT 1S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application, as amended, 
be, and it hereby is, granted, effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 promulgated 
under the Act, except that the time for filing the certification 
thereunder with respect to the proposed transactions is ex- 
tended so as to allow filing on a quarterly basis. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19518/May 7, 1976 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
Wilmington, Delaware 
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(70-5830) 


ORDER APPROVING PROPOSAL TO ISSUE AND SELL 
DEBENTURES AT COMPETITIVE BIDDING 


The Columbia Gas System, Inc. (‘Columbia’), a registered 
holding company, has filed a declaration, and amendments 
thereto, with this Commission pursuant to Sections 6(a) and 
7 of the Public Utility Holding Company Act of 1935 (“Act”) 
and Rule 50 promulgated thereunder as applicable to the 
following proposed transaction. 


Columbia proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50 under the Act, up 
to $75,000,000 principal amount of % debentures due 
May 1996. The interest rate of the debentures (which shall 
be a multiple of 1/8 of 1%) and the price, exclusive of ac- 
crued interest, to be paid to Columbia (which shall be not 
less than 98-1/2% nor more than 101-1/2% of the principal 
amount thereof), will be determined by the competitive bid- 
ding. The debentures will be issued under an Indenture 
between Columbia and Morgan Guaranty Trust Company of 
New York, Trustee, dated as of June 1, 1961, as heretofore 
supplemented by various indentures and as to be further 
supplemented by a Twenty-Fifth Supplemental Indenture to 
be dated as of May 1, 1976. 


The supplemental indenture will prohibit redemption of any 
of the debentures prior to May 1, 1981, directly or indirectly, 
with borrowed funds, or in anticipation of funds to be 
borrowed, having an effective annual interest cost to Colum- 
bia of less than the effective annual interest cost of the 
debentures to Columbia. The proposed debentures will be 
subject to a sinking fund providing for retirement of 
$70,500,000 (94%) thereof prior to maturity through an- 
nual payments of $4,700,000 commencing in 1981. 
Columbia will also have the noncumulative option to redeem 
on any sinking fund day, at the then current sinking fund 
redemption price, not more than $4,700,000 principal 
amount of the debentures. 


The net proceeds from the sale of the debentures will be 
added to the general funds of Columbia and, together with 
other funds then available and funds thereafter to be 
generated from operations, will be used by Columbia to 
finance, among other things, the remainder of the 1976 
capital expenditures program of Columbia’subsidiary com- 
panies, which involves expenditures of approximately 
$330,000,000. The capital expenditures program includes 
additions and improvements to the properties of the Colum- 
bia system necessary to explore for, produce, receive, 
transport, store, and distribute the quantities of gas required 
by the system’s customers. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transaction. The fees, commissions, and expenses related to 
the proposed transaction will total $262,855, including ac- 
countants’ fees of $22,000 and legal fees of $15,000. 


Due notice of the filing of said declaration, as amended, has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19482), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the 
applicable standards of the Act and the rules thereunder are 


satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the interest 
of investors and consumers that said declaration, as amend- 
ed, be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration. as amended, 
be, and it hereby is, permitted to become effective forthwith, 
Subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19519/May 7, 1976 


In the Matter of 


NORTHEAST UTILITIES 
West Springfield, Massachusetts 


(70-5824) 
MEMORANDUM OPINION AND ORDER 


Northeast Utilities (“Northeast”), a registered holding com- 
pany, has filed an application-declaration and an amend- 
ment thereto with this Commission pursuant to Sections 6 
and 7 of the Public Utility Holding Company Act of 1935 
(“Act”) and Rule 50(a)(5) thereunder in respect to 
Northeast’s proposal to issue and sell $50,000,000 of its 
unsecured promissory notes to Equitable Life Assurance 
Society (“Equitable”). The notes will be placed with 
Equitable through private negotiations undertaken by 
Morgan Stanley & Co., as agent for Northeast. 


The notes will be sold at par, will bear interest at the rate of 
10-1/2% per anAum payable semiannually, and will mature 
April 1, 1986. There will be mandatory sinking fund pay- 
ments of $10,000,000 on April 1, in each year 1982 
through 1985, together with a payment of $10,000,000 at 
maturity. Northeast, at its option, may redeem the notes ata 
declining premium in whole or in part at any time with 
proceeds obtained by the sale of its common stock. 


Northeast is a $2.7 billion system, furnishing electric retail 
service in 208 cities and towns in Connecticut and 
Massachusetts. Its retail electric service territory covers over 
30% of Massachusetts and over 90% of Connecticut. Retail 
gas service is provided in scattered portions of Connecticut, 
but a proposed sale of the gas properties is now pending 
before this Commission and the Connecticut Commission.' 


The following table compares some of its significant 
statistical data, on a consolidated basis, excluding the gas 
properties: 
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Table | 


1971 
Net electric utility plant $1.5 billion 
Annual sales: 
kwh 16.5 billion 
dollars 362.9 million 
Fuel costs 71.8 million 
Operating income 83.8 million 
Interest and preferred dividends 57.3 million 
Income from continuing operation 46.6 million 
Common dividend 36.1 million 
Capitalization: (In Millions) 
Long-term debt $755.7 
Short-term debt 129.5 
Preferred stock 226.2 
Common stock 482.8 
Deferred income tax 20.6 
Total capitalization $1,614.8 


The change in fuel costs and costs of capital in this period 
has been substantial. These additional costs have, for the 
most part, been covered by major increases in rates, but 
substantial lags occurred during the period in adjusting 
revenues to cost. Northeast has experienced difficulties in 
raising sufficient capital to meet its construction obligations, 
relying heavily on short-term borrowing to fill the gap. 


Table Il summarizes the consolidated source and application 
of funds of the Northeast system over those five years. It in- 
cludes the gas business, which was a relatively small portion 
of the total and had little effect on the net result. 


The necessity of maintaining a balanced capital structure for 
its operating subsidiaries during this difficult period is 
reflected in Northeast’s corporate capital structure, as 
shown in Table Ill. 


Table IV shows the common stock sales made during this 
period including the recently completed 1976 offering. 
Northeast sold no common stock in 1973. 


Northeast has steadily increased the amount of stock 
offered, both in absolute terms, and as a percentage of 
shares outstanding. In 1974, however, the market required 
an offering at 45% of book value, with a yield of 16.6% and 
underwriters’ compensation of 10.4%. This offering pro- 
duced less than $25 million, about half the equity capital 
normally raised each year. The 1975 and 1976 offerings 
showed marked improvement in terms, but were still well 
below the historical expectations. Northeast proposes to use 
the $58.6 million from the current stock sale and the $50 
million to be borrowed to make a $20 million equity invest- 
ment in CP&L and to pay approximately $88.6 million of its 
short-term debt. 


Section 6(b) of the Act permits a limited amount of short- 
term borrowing. Section 7(c)(1) specifies common stock and 
first mortgage bonds as the appropriate means of utility 
financing, but we are authorized to permit other forms of 
securities. We have recognized preferred stock as a normal 
component of an operating utility capital structure, and we 
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Percent 
1975 of 1971 
$2.3 billion 153.3 
18.3 billion 110.9 
721.8 million 198.9 
255.7 million 356.1 
149.6 million 178.5 
119.0 million 207.7 
73.3 million 157.3 
54.6 million Teh 
$1,272.4 
215.8 
321:2 
721.1 
43.1 
$2,573.6 159.4 


have permitted unsecured debentures to be used as a sub- 
stitute, in whole or part, for first mortgage bonds if protected 
by appropriate covenants. 


Section 7(c)(1) of the Act embodies a strong presumption 
against holding company debt. The Report of the National 
Power Policy Committee on Public-Utility Holding Com- 
panies stated: 


“.... There should be an end to the pyramiding of 
holding-company securities. Except for necessary dis- 
cretionary power in the commission in the case of 
refunding issues, new securities should be limited to 
par value common stock, with appropriate voting 
rights, and to first-lien bonds, i.e., bonds having a first 
lien either on physical assets of the issuer or upon 
first-mortgage bonds of operating subsidiaries.’’? 


We reviewed the legislative history of Section 7(c) in this 
respect in Eastern Utilities Associates, 38 SEC 728, 732- 
735 (1958) and noted that Congress modified the com- 
mittee’s recommendation that new holding company debt 
be prohibited absolutely by providing an additional exception 
under Section 7(c)(2)(D), which permits us to authorize such 
financing: 
“ . for necessary and urgent corporate purposes of 
the declarant where the requirements of paragraph (1) 
would impose an unreasonable financial burden upon 
the declarant and are not necessary or appropriate in 
the public interest or for the protection of investors or 
consumers;” 


We concluded in the Eastern case (38 SEC at 733) that: 


“...This addition to the section does not indicate an 
intent on the part of Congress to authorize pyramiding, 
but rather an intent to confine it to essentially 
emergency situations.” 


The proposal to sell the holding company debentures in that 
case was denied. 





%@ 


~e@ 


“@ 


“®@ 


7. 


mo 


ae 


‘ap 


t+ @ 
te 
“@ 
“@ 
ae ) 


ae ) 


wD 


‘ap 


Table II 


Northeast Utilities 


Consolidated Statement of Source and Use of Funds, 1971-1975 


(000s omitted) 












































SOURCE OF FUNDS 1971 1972 1973 1974 1975 
Retained earnings® $( 3,798) $ 368 $( 7,655) $( 10,458) $( 17,431) 
Depreciation, deferred income 

taxes & miscellaneous 47,083 52,678 64,043 70,568 58,894 
Accounting changes & 

amortization thereof” — = ( 24,035) 8,185 19,209 

Internal sources $ 43,285 $ 53,046 $ 32,353 $ 68,295 $ 60,672 
Other — — 3,170 — — 
Securities issued: 

Long-term debt 60,134 123,980 119,740 119,194 204,882 

Preferred stock 50,047 — — 65,143 28,053 

Common stock 47,220 58,133 27,023 46,530 

Total funds provided $ 200,686 $ 235,159 $ 155,263 $ 279,655 $ 340,137 
USE OF FUNDS 
Gross property additions a $ 219,963 $ 278,071 $ 241,478 S'223;757 $ 257,101 
Long-term debt maturities 3,421 3,909 26,064 21,561 1,555 
Increase in working capital ° 3,303 ( 8,309) 33,536 75,155 (57,417) 
Total funds used $ 226,687 $ 273,671 $ 301,078 $ 320,473 $ 201,239 
Increase (decrease) in ick ae 

short-term debt $ 26,001 $= 38.512 $ 145,815 $ 40,818 $ (138,898) 
Short-term debt outstanding 

(end of period) at 

12-31-70 = $103,532 $ 129,533 $ 168,045 $ 313,860 $ 354,678 $ 215,780 











a 


Excluding allowance for funds used during construction. 


> Expenses of $28.5 million incurred in 1973 due to an ice storm and an extraordinary outage of a generating plant are be- 
ing charged to income over a 60-month period. A 1974 change in fuel cost accounting deferred $29.8 million of fuel 
costs, but created an offsetting adjustment of $32.6 million to allow for retroactive effects. These adjustments are re- 
flected in the table after allowance for related tax effects. 


The increase in working capital arose largely from an increase in the dollar amount of fuel inventory and an increase in the 


accounts receivable from customers. Both reflected the higher cost of fuel and the concomitant larger monthly bills to 
customers. An accounting change in 1974, which provided for accrual of revenues when service is rendered, rather than 
from the date a bill is sent, added $33 million to receivables and revenues. 





We have, nevertheless, not hesitated to authorize such 
financing in appropriate situations, where each of the con- 
ditions specified in Section 7(c)(2)(D) were met. The need 
for funds is usually clear and the issue presents a choice 
between borrowing and raising an equivalent amount of 
capital by sale of additional common stock. 


One line of exceptions involved a temporary need for ad- 
ditional capital. This was a common situation when holding 
companies were in the process of divesting properties to 
comply with the integration requirements of Section 
11(b)(1) of the Act.2 The cases in which we authorized 
holding company debt because sale of equivalent common 
stock was obstructed by market factors are more pertinent 
in the case before us. In Central and Southwest Corporation, 
26 SEC 452 (1947) and New England Gas and Electric 
Association, 27 SEC 507 (1948), the obstacle was the un- 
seasoned status of the stock. The respective issuers had un- 


dergone comprehensive reorganizations under the Act and 
the record indicated that large quantities of shares recently 
distributed overhung the market, which would be seriously 
affected by a new offering at that time.* More recently,> two 
offerings of holding company debentures were authorized 
upon a showing that serious difficulties in financing the con- 
struction program precluded conventional financing on 
acceptable terms. We have also authorized an issue of 
holding company notes because the holding company had 
been affected by the adverse market conditions that pre- 
vailed recently in much the same manner as Northeast.® 


Northeast’s capital requirements stem from its construction 
program. Large generating plants, which are a major item in 
this program, take several years and very large sums of 
money to construct. They are accordingly planned to meet 
forecasts of conditions expected to prevail well in the future. 
Like other electric utility companies, Northeast has found 
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Table II 


Northeast Utilities 


Corporate Source and Use of Funds 


(000s omitted) 



































1971 1972 1973 1974 1975 
Retained earnings $ 929 $ 1,702 $( 1,669) $( 4,676) $ 1,319 
Common stock 
proceeds 47,220 58,133 _ 21023" 46,530° 
Other 1:227 17 59 5 43 
Total source: $ 48.027 $ 59,852 $( 1,610 $ 22,352 $ 47,892 
* Including dividend reinvestment plan 
Investment in subsidiaries: 
Equity $ 65,020 $ 64,900 $ 60,400 $ 15,000 $ 68,000 
Advances 2,163 ( 2,450) ( 5,390) 6,200 8,150 
Increase in working 
capital 3,269 802 530 (3.498) (1,068) 
Total use: $ 60,452 $ 63,252 $ 55,540 $ 17,702 $ 75,082 
Short-term borrowing: $ 12,425 $ 3,400 $ 57,150 $( 4,650 $ 27,190 
Short-term debt 
outstanding (end of period) 
as of 12-31-70 = $35,975: $ 48,400 $ 51,800 $ 108,950 $ 104,300 $ 131,490 
Table 1V 
Northeast Utilities 
Common Stock Offerings 
Date of Offering 12/02/71 10/11/72 10/23/74 06/10/75 03/03/76 
No. of shares (millions) 3.5 4.0 4.5 5.0 6.0 
Percent of outstanding 8.4 8.7 8.8 8.9 9.6 
Earnings per share S$ =1:07 $ 1.57 $ 1.40 $ 1.58 S ‘1.41 
Offering price $ 13.88 $ 1488 $ 6.13 S “916 $ 10.15 
Percent of book value 124.0 125.0 45.0 70.0 81.0 
Yield 6.8% 6.6% 16.6% 11.1% 10.0% 
Net proceeds (millions) $ 47.2 $ 58.1 $ 24.7 $ 42.9 $ 58.6 
Underwriters’ 
compensation 2.41% 1.97% 10.4%" 6.0%" 3.8% 


* Negotiated offerings. 


the plans with which it entered the 1970's differed material- 
ly from the actual course of events. The cost of construction 
was increased markedly by unexpectedly severe inflation, 
unanticipated technological difficulties and new legal re- 
quirements. The cost and feasibility of financing was 
affected by an unprecedented rise in interest rates and ex- 
pected yields, and prolonged adverse market conditions. The 
rate of growth in demand for electric energy was affected by 
a basic change in the fuel market, among other factors. 


Northeast had 3,977 mw of generating capability at the end 
of 1971, which has been increased to 6,633 mw at April 2, 
1976. It will be 7,501 mw by 1982, upon completion of all 
plants now under construction. It does not intend to add 
further capacity before 1986. Its reserve margin was 23.9% 
at the end of 1971, and dropped to 19.7% in January 1973. 
The expected 7.5% annual growth in demand did not occur 
in the following three years, so the generating plants which 
had been under construction and were completed in this 
period resulted in a reserve margin of 70.8%. 


Northeast is a member of the new England Power Pool 
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(“NEPOOL") and a large part of its capacity is in the form of 
a proportional interest in plants jointly owned with other 
New England electric companies. It owns about 31% of 
NEPOOL’s generating capacity. NEPOOL as a whole had a 
49.3% reserve margin at December 31, 1975. 


Northeast expects improving economic conditions to lead to 
fuller use of its capacity, but, as noted, it regards the 
generating capability it has, including the plants to be com- 
pleted, as sufficient for the next decade. Northeast now has 
a 27.1% aggregate interest (1,257 mw) in four plants under 
construction with an aggregate capacity of 4,630 mw and 
scheduled for completion in 1980-1982. Its share of the 
future cost is budgeted at slightly under $1.1 billion. It is 
negotiating to sell about 41% of that interest to other 
utilities with a greater need for the additional capacity. 


Based on Northeast’s 1976 budget, the assumption that the 
proposed transfer of part of the plants under construction 
will occur, and on known requirements for the next two 
years, Table V below summarizes the consolidated new 
capital needs of Northeast’s subsidiaries through 1978. 
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Table V 
/n millions 


1976 
Construction $ 284 
Sale of plant ( 30) 
Depreciation allowance ( 80) 
Net construction $174 
Debt maturities and cash 
sinking funds* 2 
Subsidiary short-term debt 
12/31/75 83 
Total $ 259 




















1977 1978 Total 
$ 224 $ 253 $ 761 
( 30) 
( 83) ( 86) (249) 
$141 $ 167 $ 482 
17 21 40 

83 

$ 158 $ 188 $ 605 


* Assuming full use of property additions to satisfy sinking 


fund requirements when that is permissible. 


The limitation of construction should ease the difficulties the 
subsidiaries have been experiencing in meeting coverage 
requirements for the sale of a full proportion of senior 
securities, so the equity capital required to be supplied by 
Northeast may be estimated at about 30% of the new con- 
struction, or about $50 million a year. Northeast has, like 
other large utility companies, regularly sold sufficient new 
common stock each year to increase its capitalization by a 
little under 10%. Such a rate of financing would provide $60 
million - $70 million a year, depending on market prices. 
That amount of new money, in turn, is sufficient to cover the 
foreseeable current capital needs of its subsidiaries and to 
provide annually a significant balance to reduce the short- 
term debt Northeast accumulated through the interruption 
of its regular financing pattern in 1973 and 1974. 


The $131 million of short-term debt which Northeast had 
outstanding at the end of 1975 is too large to be entirely 
dealt with in this manner. The transformation of $50 million 
of it into an intermediate term obligation is necessary to 
reduce the balance to manageable proportions. And the 
terms of the proposed borrowing provide for its amortiza- 
tion, at the rate of $10 million a year, in the same manner, 
after a sufficient delay to permit orderly retirement of the un- 
funded balance. Since Northeast’s future plans already de- 
pend on continued annual sale of the customary volume of 
new common stock, replacing the $50 million it proposes to 
borrow would require a second large offering of common 
stock this year. 


The loan agreement under which the notes will be issued 
requires Northeast (i) not to create, incur, assume or 
guarantee any additional debt unless, immediately after giv- 
ing effect thereto, total debt would not exceed 25% of 


Northeast’s corporate capitalization; (ii) to maintain 
ownership of all shares of common stock of its public utility 
subsidiaries and not to dispose of any shares of common 
stock of any other of its subsidiaries, subject to certain ex- 
ceptions; and (iii) not to create or assume any mortgage, 
pledge or lien upon any stock or indebtedness of any of its 
subsidiaries without securing the notes equally and ratably. 
The dividend restrictions contained in the note agreement 
would make available $90 million of present retained earn- 
ings; all of Northeast’s corporate net income after December 
31, 1975, and half of the available undistributed net income 
after December 31, 1975 of Northeast’s subsidiaries. The 
term “available” refers to the legal ability to pay dividends. 


The effective annual cost of the 10-1/2% notes to Northeast, 
allowing for the expenses for the sale, is approximately 
10.6%. The recent sale of Northeast’s common stock was at 
a yield of 10% to the public. Adjustment for the costs of the 
offering converts this rate to 10.4% per annum on the net 
proceeds received by Northeast. The short-term borrowings 
of Northeast are based on the prime rate from time to time, 
but that rate requires adjustment for compensating balances 
and other costs. Short-term debt rates for Northeast, before 
compensating balances, ranged from 11.4% to 8.5% per an- 
num in the two years 1974-1975. With compensating 
balances, this would be equivalent to effective rates of 
14.3% to 10.6%, but compensating balances were not re- 
quired for all the borrowings. 


The cost of the proposed borrowing is closely comparable to 
alternate costs. The interest expense involved, accordingly, 
would not have a significant effect on earnings per share. 
Table VI below states the corporate and consolidated 
capitalization of Northeast at December 31, 1975: 


Table V/ 
(In Millions) 
Corporate Consolidated 
Amount % Amount % 
Long-term debt $ — — $1,272 50.3 
Short-term debt 131 14.1 216 8.5 
Preferred stock — — 321 12.7 
Common equity 721 85.9 721 28.5 
Total $852 100.0 $2,530 100.0 
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The March 1976 common stock sale would, pro forma, ad- 
just consolidated common equity to about. 30.6% and 
reduce consolidated short-term debt to 6.9%. The in- 
termediate term loan would merely transfer $50 million 
from short-term to long-term debt. 


The effect of obtaining the $50 million by sale of additional 
common stock would depend on the terms on which such 
stock could be sold. Northeast fears that such an offering 
might significantly depress the market. Table IV above, 
covering the period, October 11, 1972 to March 3, 1976, 
during which Northeast’s earnings and book value per share 
and the relative size of the offerings varied little, indicates 
the possible range of results of such a sale of new stock un- 
der different market assumptions. 


Northeast negotiated the terms of the 10-1/2% notes with 
the lender, reaching an agreement in early February 1976. 
The terms are significantly better than those for a similar 
loan, negotiated about two months earlier by another 
registered holding company.’ They seem to be consistent 
with the market for intermediate term loans of this 
character. 


Rule 50(a)(2) grants an automatic exception from com- 
petitive bidding for a private placement of debt of a maturity 
of 10 years or less provided no commission or fee to a third 
person is paid in connection therewith. The proposed notes 
of Northeast have a maturity of 10 years but Northeast will 
pay a fee to its financial advisor. Northeast, accordingly has 
requested an exception from competitive bidding pursuant 
to Rule 50(a)(5). 


The proposed note issue was discussed with our staff and it 
was agreed at the outset that a public offering would not be 
appropriate. A public offering would present difficult and 
novel questions under the Act, particularly with respect to 
the protective provisions appropriate for a widely distributed 
debt security by a holding company. In these circumstances, 
Northeast’s negotiation for the terms of the sale of such 
notes does not contravene our standing policy against such 
definitive negotiations of the terms of sale prior to the grant 
of an exception.® 


Northeast and its financial advisor fear that an attempt to 
secure $50 million of equity capital, in addition to the sub- 
stantial offering just completed, and the comparable offering 
which will be required next year, would overtax the market 
for Northeast stock. We cannot say their concern is un- 
warranted. We will not insist that Northeast reject the loan 
offer it has obtained in favor of testing the market reaction to 
an additional large offering of Northeast stock this fall. In 
effect, the $50 million loan is to replace an equal amount of 
the short-term debt which has become a persistent element 
in the holding company’s capital under the circumstances 
described above. 


The right to refund the proposed loan from the proceeds of 
an offering of common stock makes it unnecessary to 
speculate about future market conditions. If and when 
Northeast is in a position to raise the needed permanent 
capital by sale of stock on satisfactory terms, we expect it to 
do so. 


The fees and expenses of the placement of the $50 million 
in notes are approximately $301,000, consisting principally 
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of a $250,000 fee to Morgan Stanley & Company, and 
$41,000 in attorneys’ fees to counsel for Northeast and 
counsel for Equitable. The placement fee represents 1/2% of 
the amount of the loan. In the aggregate, the cost of the 
financing is 6/10th of one per cent. 


No state commission or other Federal commission has 
jurisdiction over the transaction. We find that ali the re- 
quirements of the Act and of the rules thereunder have been 
met. 


IT 1S ORDERED, accordingly, pursuant to the applicable 
provisions of the Act and rules thereunder, that the 
application-declaration, as amended, be, and it hereby is, 
granted, effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘Northeast Utilities et al, HCAR 18874, March 19, 1975. 


2 Page 59 of S. Rep. No. 621 on S. 2796, 74th Cong. 1st 
Sess. (1935) 


3 See for example, General Public Utilities Corporation, 27 
SEC 986, 990 (1948). 


* Compare Consumers Power Company, 6 SEC 944 (1939) 
and Eastern Utilities Associates, 38 SEC 728 (1958), where 
authority to sell securities was denied in the absence of 
evidence that sale of stock instead would involve un- 
reasonable hardship. 


° General Public Utilities Corporation, HCAR 16540, 
(November 28, 1969) and HCAR 16892, (November 4, 
1970). 

5 The Southern Company, HCAR 19439, March 23, 1976. 
’ The Southern Company, HCAR 19439, March 23, 1976. 


8 New England Gas and Electric Association, 27 SEC 507 
523 (1948). 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19520/May 10, 1976 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
MIDDLE SOUTH SERVICES, INC. 
New Orleans, Louisiana 


70-5841 
ORDER AUTHORIZING GUARANTY BY HOLDING COM- 


PANY OF SUBSIDIARY COMPANY'S LEASE OBLIGA- 
TIONS 


¢ 

















Middle South Utilities, Inc. (“Middle South”), a registered 
holding company, and its subsidiary service company, Mid- 
dle South Services, Inc. (‘Services’), have filed a declaration 
and amendments thereto with this Commission pursuant to 
Section 12(b) of the Public Utility Holding Company Act of 
1935 ("Act’’) and Rule 45 promulgated thereunder regard- 
ing the following proposed transaction: 


Services intends to enter into a computer equipment lease 
(“Lease”) with trustees (“Trustees”), designated as such un- 
der a trust agreement between the Trustees and Lil 
Associates (“Grantor”), a limited partnership consisting of 
General Electric Credit Corporation, a New York corporation, 
as general partner and E. A. Leasing Corporation, a Connec- 
ticut corporation, as limited partner (General Electric Credit 
Corporation and E. A. Leasing Corporation being hereinafter 
together referred to as “Beneficiaries”’), under which Ser- 
vices will lease from the Trustees an IBM 370/158-3 com- 
puter (‘Computer’) for use at its data-processing computer 
center in Gretna, Louisiana. In order to effectuate these 
transactions, Middle South proposes to guarantee the per- 
formance by Services of its Lease obligations without 
recourse to Services first being required. 


Services has contracted with International Business 
Machines Corporation (‘‘Manufacturer)”’) for the manufac- 
ture and installation of the Computer which is currently 
scheduled to be installed in mid-May 1976. Prior to the 
completion of installation of the Computer, Services will sell 
and assign all of its right, title, and interest in and to its con- 
tract for the manufacture and installation of the Computer to 
the Trustees, and thereafter the Trustees will purchase the 
Computer from the Manufacturer at the Manufacturer's in- 
voice purchase price, currently estimated at approximately 
$2,550,000 ("Lessor's Cost’’). The Trustees will purchase 
the Computer from the Manufacturer with funds in the 
amount of $637,436 (representing 25 percent of Lessor’s 
Cost) to be advanced to the Trustees by the Grantor as an in- 
vestment in the beneficial ownership of the Computer and 
with funds in the amount of $1,912,309 (representing the 
remaining 75 percent) to be borrowed by the Trustees from 
institutional lenders (‘Lenders’). 


In order to effect such borrowings from the Lenders, the 
Trustees will issue to the Lenders promissory notes 
(‘Notes’) pursuant to the provisions of the Security Agree- 
ment referred to below. Neither the Grantor, nor the 
Beneficiaries, nor Services nor any of Services’ affiliated 
companies will be liable for either the principal of, or interest 
on, the Notes. The Notes will be independent obligations of 
the Trustees payable solely from the income and proceeds of 
the Trustees’ estate, consisting of, among other things, the 
Computer, the Lease, the Guaranty and all amounts which 
are payable pursuant to the Lease and the Guaranty. The 
Notes which will mature in 1983, will be payable in 83 
monthly installments, payable in arrears, consisting of in- 
terest and principal calculated to retire the Notes at maturi- 
ty, and will bear interest on the unpaid principal amount 
thereof at the rate of 9 percent per annum. 


Pursuant to the provisions of a security and loan agreement 
(“Security Agreement’) to be entered into between the 
Trustees and the Lenders, the Trustees will grant to the 
Lenders, as security for the payment of the Notes, a security 
interest in the Computer, the Lease, the Guaranty, and all 
payments and other amounts receivable under the Lease 


and the Guaranty. So long as the Lease shall not have been 
declared in default, the Lenders’ right with respect to the en- 
forcement of the provisions of the Security Agreement will 
be subject to Services’ rights under the Lease, the terms of 
which are described below. 


Concurrently with the purchase by the Trustees of the Com- 
puter, the Trustees will lease the Computer to Services for a 
term (“Term”) which will end approximately 84 months 
thereafter. Services will have the option to renew the Lease 
for up to two successive one-year renewal terms. The Lease 
will be a net lease conferring responsibility for operation, 
maintenance, insurance and other expenses upon Services. 
The Lease will be noncancellable except in the event of: (a) 
casualty occurrence with respect to the Computer; (b) 
default by Services thereunder; or (c) voluntary termination 
by Services at any time after a period of approximately 48 
months from commencement of the Lease. 


Lease payments during the Term will be made by Services in 
84 monthly installments, and will, with the exception of the 
amount payable by Services on the first rent payment date, 
each be in an amount equal to 1.50323 percent of Lessor’s 
Cost (or approximately $38,328 monthly) through the first 
48 months, and 1.26 percent of Lessor’s Cost (or ap- 
proximately $32,126 monthly) thereafter, which Services 
understands is equivalent to an annual simple interest rate 
over the Term of 4.91 percent. The aggregate rent payable 
by Services for the Computer may be adjusted under certain 
circumstances set forth in the Lease, including the failure of 
the Beneficiaries to obtain certain tax treatment incident to 
the ownership and leasing of the Computer. Services intends 
to charge the payments under the Lease to operating ex- 
pense. The Lease payments are such that Services will not 
acquire any equity in the Computer and consequently the 
Lease will be accounted for by Services as a lease. 


The fees and expenses to be paid or incurred in connection 
with the proposed transaction are estimated not to exceed 
$5,000. No State or Federal commission, other than this 
Commission, has jurisdiction over the proposed transaction. 


Due notice of the filing of the declaration has been given in 
the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19481), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said declaration, as amended, be permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, as amended, 
be, and it hereby is, permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19521/May 10, 1976 


In the Matter of 


NATIONAL FUEL GAS COMPANY 
New York, New York 


NATIONAL FUEL GAS DISTRIBUTION COR- 
PORATION 
Buffalo, New York 


NATIONAL FUEL GAS SUPPLY CORPORATION 
Oil City, Pennsylvania 


(70-5831) 


ORDER AUTHORIZING ISSUE AND SALE OF PREFERRED 
STOCK BY HOLDING COMPANY; ISSUE AND SALE OF 
PROMISSORY NOTES TO BANK; ISSUANCE AND SALE 
BY SUBSIDIARIES OF PROMISORY NOTES AND 
ACQUISITION THEREOF BY HOLDING COMPANY; 
REQUESTED EXCEPTION FROM COMPETITIVE BIDDING 
IN REGARD TO SALE OF PREFERRED STOCK 


National Fuel Gas Company (‘National’), a registered 
holding company, and two of its wholly-owned subsidiary 
companies, National Fuel Gas Distribution Corporation 
(“Distribution’’) and National Fuel Gas Supply Corporation 
(“Supply’’), have filed an application-declaration and 
amendments thereto with this Commission pursuant to Sec- 
tions 6(a), 7, 9(a), 10, 12(b) and 12(f) of the Public Utility 
Holding Company Act of 1935 (‘‘Act’’) and Rules 42, 43, 45 
and 50 promulgated thereunder as applicable to the pro- 
posed transaction. 


National proposes to issue and sell up to 1,200,000 shares 
of its cumulative preferred stock, par value $25 per share 
(“Preferred Stock”). The annual dividend rate, expressed as 
a percentage of par value, will be a multiple of 0.08%. The 
terms will include a prohibition against direct or indirect 
redemption prior to April 14, 1981 with or in anticipation of 
borrowed funds having an effective annual interest cost to 
National of less than the effective annual dividend cost re- 
quirement on the Preferred Stock, or with or in anticipation 
of funds obtained through the issuance of shares of another 
series of preferred stock having lower effective annual divi- 
dend cost. The terms of the Preferred Stock will include 
provisions for a sinking fund designed to redeem, at $25 per 
share plus accumulated dividends, 60,000 shares by April 
14 in each year, commencing April 15, 1981. National 
will have the noncumulative option to redeem an ad- 
ditional 60,000 shares in any year on or after April 15, 
1981. National requests an exception from the competitive 
bidding requirements of Rule 50 under the Act for the 
issuance and sale of the Preferred Stock to permit it to select 
one more investment banking firms to form a syndicate 
which will act as underwriters and with which National will 
negotiate the terms on which it will sell the Preferred Stock 


to such underwriters. 


National states that several factors necessitate the 
negotiated underwriting of its preferred stock. Most impor- 
tantly, the size of the preferred stock offering is small relative 
to other gas utility offerings, and it represents National's in- 
itial sale of preferred stock. During the past two years only 
three issues of preferred stock of $30,000,000 or less were 
marketed, and all three were done with the benefit of 
negotiated underwritings. Furhtermore, National is a 
regional gas distribution company operating primarily in a 
limited area of New York State and is not well known in the 
credit markets. 


National proposes to lend $25,000,000 of the proceeds of 
the sale of the Preferred Stock to Distribution, and to lend 
any amount in excess of $25,000,000 to Supply or to a 
storage subsidiary (‘Storage’) which is presently being 
organized. Loans will be made directly to Storage after its 
organization and receipt of the Commission's approval of the 
acquisition of its securities and transfer of storage fields 
from Supply to Storage. Both loans will be made in ex- 
change for notes of the respective subsidiaries maturing on 
or before December 31, 1977 and at an interest rate per an- 
num, payable quarterly, equal to the effective cost of money 
incurred by National, rounded to the next highest 1/10 of 
1%. Concurrently, Distribution will prepay $16,000,000 of 
its notes payable to National; the remaining funds loaned to 
Distribution will be retained by it for use in its construction 
program. Storage and/or Supply will use the funds loaned by 
National for Storage’s 1976 construction program. National 
will apply the proceeds from Distribution’s prepayment to 
the prepayment of $16,000,000 of its outstanding notes 
and commercial paper. 


National states that Storage will acquire property rights in 
various storage fields from Supply in exchange for common 
stock equal to depreciated original cost and assumption by 
Storage of notes issued by Supply for development costs. 
Pending consumation of this, Supply will proceed to develop 
certain of the storage fields. National states that the storage 
capacity exceeds estimated needs, and the company intends 
to provide storage capacity for certain non-affiliated com- 
panies. 


The 1976 cash needs for storage development are an- 
ticipated to be !5,000,000 and the 1977 cash needs for 
storage development are anticipated to be $34,000,000. 


Ultimately, it is anticipated that Storage will have assets of 
approximately $90,000,000. The capitalization to support 
this will be approximately equal amounts of common stock, 
preferred stock, and promissory notes. All of these securities 
will be owned by National. 


The following pro forma capital structure of Storage is 
premised upon the construction program moving on 
schedule, with the property rights in three storage fields be- 
ing transferred to Storage during 1976: 


Pro-forma Statement— December 31, 1976 


Property rights $ 250,000 
Property improvements 5,000,000 
Cash on hand for early 

1977 expenditure 4,900,000 


$10,150,000 
SSS 


644/SEC DOCKET 


Common equity $ 250,000 
Promissory notes to 
parent 9,900,000 





$10,150,000 
SS 





ee 
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National also proposes to issue and sell, from time to time 
through December 31, 1976, $7,000,000 aggregate prin- 
cipal amount at any one time outstanding of its promissory 
notes (‘Notes’) to the Chase Manhattan Bank, N.A. 
(‘Chase’). The Notes will mature within twelve months of 
their date of issue, will bear interest, payable quarterly, at 
the prime commercial rate in effect at Chase from time to 
time, and will be prepayable, in whold or in part at any time 
without penalty. National has agreed to maintain average 
balances at Chase of 20% of the average amount of loans 
outstanding. National states that the average balances 
maintained for normal operating needs are sufficient to 
cover these amounts. If 20% compensating balances were 
required, the effective cost of money, based on a prime rate 
of 6.75%, would be 8.4375%. There will be no committment 
fees nor any closing or related costs required in connection 
with the issuance of the Notes. The proceeds of such 
proposed borrowings will be used by National to acquire, for 
cash, unsecured promissory notes from its subsidiaries in the 
following maximum aggregate principle amounts at any one 
time outstanding: Distribution, $1,500,000; Supply, 
$600,000; and Storage and/or Supply $4,900,000. Each 
such note will be dated the same date and bear the same in- 
terest rate as the related Note of National and will mature 
within twelve months of its date of issue with interest 
payable quarterly until the principal amount is paid in full. 
The subsidiaries will have the option, after the payment of all 
notes of prior maturity, to prepay any note issued pursuant 
to this transaction at any time, in whole or in part, without 
premium, upon payment of all interest secured on the prin- 
cipal amount so prepaid to the date of such prepayment. The 
subsidiaries will use the proceeds from the sales of notes 
herein described for their respective construction program. 
Repayment of the notes will be made from the proceeds of a 
financing planned for 1977. the Notes which National 
proposes to issue will be in addition to commercial paper 
and/or promissory notes in the aggregate principal amount 
of $17,000,000 at any one time outstanding through 
December 31, 1976 which National has already been 
authorized to issue (HCAR No. 19317, December 30, 
1975). The Notes will also be in addition to bank notes 
and/or commercial paper which National has proposed to 
issue through December 31, 1976 in the aggregate principal 
amount at any one time outstanding of $75,000,000 (File 
No. 70-5832). 


It is stated that the issuance and sale of notes by Distribu- 
tion has been expressly approved by the Public Service 
Commission of New York and the Pennsylvania Public Utility 
Commission. No other State commission and no Federal 
commission, other than this Commission, has jurisdiction 
over the proposed transaction. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19488), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby. found that the 
applicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the interest 
of investors and consumers that said application- 
declaration, as amended, be granted and permitted to 
become effective: 


IT iS ORDERED, pursuant to the applicable provisions of the 


Act and rules thereunder, that said application-declaration, 
as amended, be, and hereby is, granted and permitted to 
become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act, ex- 
cept that the time for filing the certification thereunder with 
respect to the proposed short-term borrowings is extended 
so as to allow filing on a quarterly basis. 


IT IS FURTHER ORDERED, that jurisdiction be, and the 
same hereby is, reserved to pass upon the terms and con- 
ditions of the Preferred Stock together with the dividend 
rate, the price to National and related factors. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19522/May 11, 1976 


In the Matter of 


NATIONAL FUEL GAS COMPANY 
New York, New York 


NATIONAL 
CORPORATION 
Buffalo, New York 


FUEL GAS DISTRIBUTION 


NATIONAL FUEL GAS SUPPLY CORPORATION 
Oil City, Pennsylvania 


(70-5832) 


ORDER AUTHORIZING ISSUANCE AND SALE OF BANK 
NOTES AND/OR COMMERCIAL PAPER BY HOLDING 
COMPANY AND ISSUANCE AND SALE OF SHORT-TERM 
NOTES TO HOLDING COMPANY BY SUBSIDIARY 
COMPANIES 


National Fuel Gas Company (“National”), a registered 
holding company, and two of its subsidiary companies, 
National Fuel Gas Distribution Corporation (‘Distribution 
Corporation’) and National Fuel Gas Supply Corporation 
(“Supply Corporation’), have filed an application-declaration 
and amendments thereto with this Commission pursuant to 
Sections 6(a), 7, 9(a) and 10 of the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) and Rule 50(a)(5) 
promulgated thereunder regarding the following proposed 
transactions. 


National proposes, from time to time through December 31, 
1976, (1) to issue and sell short-term, unsecured notes to 
banks up to an aggregate principal amount at any one time 
outstanding of $75,000,000 and (2) to issue and sell com- 
mercial paper up to an aggregate principal amount at any 
one time outstanding of $20,000,000 (in addition to 
amounts of commercial paper previously authorized by the 


SEC DOCKET/645 








Commission under HCAR No. 19317 (December 30, 
1975)). The aggregate maximum principal amount of both 
the short-term unsecured notes to banks and commercial 
paper issued pursuant to this application-declaration at any 
one time outstanding will not exceed $75,000,000. 


With respect to the proposed notes to banks, $55,000,000 
of such notes will be issued and sold to the following banks. 
The maximum amount to be borrowed and outstanding at 
any time from each such bank is to be as follows: 


Marine Midland Bank-Western, Buffalo, N.Y. $23,000,000 


Manufacturers & Traders Trust Company, 9,000,000 
Buffalo, N.Y. 

Liberty National Bank & Trust Company, 2,000,000 
Buffalo, N.Y. 

The Chase Manhattan Bank, N.A., 3,000,000 
Buffalo, N.Y. 

First National Bank of Pennsylvania, 2,500,000 
Erie, Pa. 

Marine National Bank, Erie, Pa. 1,250,000 

Warren National Bank, Warren, Pa. 1,000,000 

First Seneca Bank & Trust Company, 2,250,000 
Oil City, Pa. 

Pennsylvania Bank & Trust Company, 2,400,000 
Titusville, Pa. 

Northwest Pennsylvania Bank & Trust 1,500,000 
Company, Oil City, Pa. 

McDowell National Bank, Sharon, Pa. 1,100,000 

The Chase Manhattan Bank, N.A., 6,000,000 
New York, N.Y. ——e ae 

$55,000,000 


These unsecured short-term notes will be dated as of the 
date of issue, will mature not later than twelve months from 
the date thereof, and will be prepayable at any time, in 
whole or in part, without penalty or premium. The notes will 
bear interest at the prime rate of interest in effect from time 
to time. 


With regard to the remainder of the proposed borrowings, 
National proposes to issue and sell commercial paper to a 
dealer and/or short-term notes to The Chase Manhattan 
Bank, N.A., (“Chase”) up to an aggregate principal amount 
at any time outstanding of $20,000,000 in addition to 
(a) up to $17,000,000 of commercial paper and/or short- 
term unsecured notes outstanding pursuant to HCAR No. 
19317 (December 30, 1975) and(b) up to $7,000,000 of 
short-term unsecured notes to Chase authorized in HCAR 
No. 19521 (May 10, 1076). The decision to issue short- 
term notes or commercial paper is at the discretion of 
National, except that if the effective interest cost for com- 
mercial paper exceeds the cost of equivalent borrowings 
from Chase on the date of issue, the company will resort to 
bank loans. These $20,000,000 of notes to Chase will 
mature in 90 days, will be prepayable at any time without 
penalty or premium, and will bear interest at the prime rate 
in effect at Chase from time to time 


No compensating balances will be required for any of the 
bank borrowings except in the case of the Chase notes. 
National has informally agreed with Chase to maintain 
average balances of 20% of the average loans outstanding. 
However, the average balances maintained for normal 
operating needs are sufficient to cover these amounts. 
Assuming that an average balance of 20% was required, the 
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effective cost of money, based on the current 6.75% prime 
rate, would be 8.44%. There will be no commitment fee nor 
any closing or related costs in connection with any of the 
bank borrowings. 


The proposed commercial paper will be sold by National 
directly to A.G. Becker & Co., Incorporated ("Becker’’), a 
dealer in commercial paper, in denominations of not less 
than $25,000 with varying maturities not to exceed nine 
months and which will not be prepayable prior to maturity. 
No commission’ will be payable in connection with the 
issuance and sale of the commercial paper; however, Becker 
will reoffer and sell the commercial paper at a discount rate 
of 1/8 of 1% per annum less than the prevailing discount 
rate to the company. Becker, in reoffering the commercial 
paper, will limit the reoffer and sale to not more than 200 
buyers of commercial paper identified and designed in a list 
(nonpublic) prepared in advance. It is anticipated that the 
commercial paper will be held by the buyers to maturity; 
however, Becker may, if desired, repurchase the commercial 
paper and reoffer it to others on said list of buyers. 


The company proposes to use the proceeds from the sale of 
its short-term notes and/or commercial paper to acquire for 
cash from time to time up to $20,000,000 aggregate prin- 
cipal amount at any one time outstanding of short-term un- 
secured notes proposed to be issued and sold by Distribu- 
tion Corporation and up to $55,000,000 aggregate principal 
amount at any one time outstanding of short-term un- 
secured notes proposed to be issued and sold by Supply 
Corporation. Each such note will be dated the same date and 
bear the same effective interest rate as the related bank note 
and/or commercial paper of National. Each note related to a 
bank note of National will mature within twelve months 
from its date of issue, with interest payable quarterly until 
the principal amount is paid in full. Each note related to 
National’s commercial paper will mature within nine months 
from its date of issue, with interest payable quarterly until 
the principal amount is paid in full. Distribution and Supply 
will have the option, after payment of all notes of prior 
maturity, to prepay any note issued pursuant to this transac- 
tion at any time or from time to time, in whole or in part, 
without premium. 


Disbribution Corporation proposes to use the proceeds from 
the sale of its notes for additional working capital. It is an- 
ticipated that repayment of the notes by Distribution Cor- 
poration will be made from funds generated internally. 
Supply Corporation proposes to use the proceeds from the 
sale of its notes to purchase gas placed in storage in the 
summer months which will be sold in the winter and for 
working capital. Repayment of these notes by Supply Cor- 
poration will be made as gas is withdrawn from storage and 
sold and from funds generated internally. 


National requests exception from the competitive bidding 
requirements of Rule 50 for the proposed issue and sale of 
its commercial paper pursuant to paragraph (a)(5) thereof 
and also requests authority to file certificates under Rule 24 
with respect to the short-term borrowings and commercial 
paper on a quarterly basis. 


The fees and expenses to be incurred in connection with the 
proposed transactions are estimated at $5,850. No State or 
Federal commission, other than this Commission, has 
jurisdiction over the proposed transactions. 
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Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19485), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the 
applicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the interest 
of investors and consumers that said application- 
declaration, as amended, be granted and permitted to 
become effective: 


IT {S$ ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, 
as amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act, ex- 
cept that the time for filing the certification thereunder with 
respect to the proposed transactions is extended so as to 
allow filing on a quarterly basis. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19523/May 12, 1976 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
New York, New York 


CNG DEVELOPMENT COMPANY, LTD. 
CNG PRODUCING COMPANY 
Clarksburg, West Virginia 


(70-5293) 


ORDER APPROVING PROPOSAL THAT EXCEPTION FROM 
CONSOLIDATED TAX ALLOCATION PROVISIONS OF 
RULE 45(b)(6), PREVIOUSLY GRANTED FOR YEARS 1972 
THROUGH 1975, BE EXTENDED TO YEARS 1976 AND 
1977 


Consolidated Natural Gas Company ('’Consolidated’), a 
registered holding company, and its subsidiary companies 
have filed a post-effective amendment in this proceeding, 
relating to their joint declaration heretofore filed with this 
Commission pursuant to Sections 12(b) and 12(f) of the 
Public Utility Holding Company Act of 1935 (‘Act’) and 
Rule 45 promulgated thereunder. 


Consolidated and its subsidiary companies join annually in 
filing a consolidated federal income tax return. By order 
dated February 5, 1973 in this proceeding (HCAR No. 
17875), Consolidated, pursuant to subparagraph (a) of Rule 
45 under the Act, was granted authorization for the years 


1972 and 1973 to allocate the group’s consolidated income 
tax liabilities in a manner differing in certain respects from 
that which is prescribed by subparagraph (b)(6) of Rule 45. 
By order dated May 30, 1974 in this proceeding (HCAR No. 
18428), such authorization was extended to the years 1974 
and 1975 based on the finding that the factors which gave 
rise to the original authorization were expected to continue 
to affect Consolidated’s tax situation for at least two ad- 
ditional years. In the instant post-effective amendment it is 
stated that the factors which gave rise to the authorization 
previously requested for the tax years 1972 through 1975 
are expected to be operative for the years 1976 and 1977, 
and the Commission is requested to extend that authoriza- 
tion so as to cover those latter years. The authorizations of 
February 6, 1973 and May 30, 1974 and the requested ex- 
tension thereof involve the operations of two of Con- 
solidated’s exploration and development subsidiaries, CNG 
Development Company, Ltd. (“CNG Ltd.”’) and CNG Produc- 
ing Company (CNG Producing”). CNG Ltd., an Alberta 
(Canada) corporation, and CNG Producing, a Delaware cor- 
poration, were organized in 1972 for the purpose of engag- 
ing in the exploration and development of natural gas 
reserves in Canada, as part of the system's overall program 
to augment its future gas supplies. (See HCAR Nos. 17559 
and 17813, issued May 1, 1972 and December 19, 1972, 
respectively.) In addition to its Canadian operations, CNG 
Producing has also acquired interests in domestic oil and 
gas acreage located in the Gulf of Mexico, for the develop- 
ment of additional domestic supplies. (See HCAR No. 
18085, September 6, 1973.) 


The reasons for departing from the tax allocation prescrip- 
tion of Rule 45(b)(6) were set forth in some detail in said 
order of February 6, 1973. Briefly restated, these are that 
the exploration and development activities of CNG Ltd. and 
CNG Producing require substantial investments of capital; 
that it takes several years before newly discovered gas 
reserves can be developed, produced, and brought to 
market; that during the lengthy development period the 
companies incur tax losses which are included in the con- 
solidated tax returns and result in sizable reductions in the 
consolidated tax liabilities; that under the tax allocation 
prescription of Rule 45(b)(6) these tax savings would flow to 
other companies in the consolidated group and would thus 
be rendered unavailable to CNG Ltd. and CNG Producing for 
furtherance of their exploration and development activities; 
and that this would result in inequities in the allocation of 
the consolidated taxes. 


For the respective years 1972 through 1975, it is stated that 
the two producing subsidiaries incurred aggregate losses for 
tax purposes of approximately $4,111,000, $11,751,000, 
$13,294,000 and $14,682,000, resulting in aggregate tax 
credits of approximately $1,974,000, $5,641,000, $6,381.- 
000 and $7,040,000 to both companies in those respective 
years under the authorization heretofore granted. It is ten- 
tatively estimated that the exploration and development ac- 
tivities of CNG Ltd. and CNG Producing in 1976 and 1977 
will result in further aggregate tax-deductible losses of $15.- 
304,000 and $17,823,000 in those respective years, which, 
at present tax rates, would result in consolidated tax reduc- 
tions of $7,341,000 and $8,555,000, respectively. 


In light of the foregoing, declarants request that the 
authorization heretofore granted for the years 1972 through 
1975, as to the method of allocating the group’s con- 
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solidated federal income taxes in a manner other than 
prescribed by Rule 45(b)(6), be extended to cover the years 
1976 and 1977. Under the requested authorization, and 
based on the present estimates, the two producing com- 
panies would receive cash tax credits in the amounts in- 
dicated above. The tax allocation to be followed in 1976 and 
1977 would be the same as heretofore authorized for the 
previous two years, to wit: 


1. When the operations of any producing subsidiary 
company, direct or indirect, of Consolidated results 
in a tax loss, then the consolidated federal income tax 
to be allocated among the system companies would 
be based upon the tax that would result had the com- 
pany incurring the loss been excluded from the con- 
solidated federal income tax return. 


2. The funds retained by virtue of the reduction in tax 
resulting from inclusion of that tax loss in the con- 
solidated federal income tax return would be remitted 
to the company or companies sustaining such tax loss. 


3. In future years, when any such producing company 
has taxable income, it may be entitled to tax credits as 
a result of the net operating loss carryback and 
carryover provisions of Section 172(b) of the 1954 
Internal Revenue Code, in order to comply with the 
separate return limitations required by Rule 45(b)(6). 
Any credits remitted under paragraph 2 would be 
applied to reduce any credits in future years to which 
such company may become entitled under the 
separate return limitations of Rule 45(b)(6). 


4. Subject to paragraph 3, in no event will the tax 
allocated to any subsidiary company of Consolidated 
exceed the amount of tax of such company computed 
as if such company had always filed its tax returns on 
a separate return basis. 


5. For the purposes of the consolidated income tax 
regulations, CNG Ltd. is regarded as a domestic cor- 
poration. Accordingly, CNG Ltd. will be treated as 
such for purposes of the proposed tax allocation under 
Rule 45. 


Under the proposals set forth above, the actual consolidated 
tax liabilities of the Consolidated system will not change. 
What will change is the allocation of that tax among the 
members of the group so that any tax credits remitted to the 
three exploration companies would be matched by an equal 
aggregate increase in the tax allocation to other members of 
the group having taxable income. Nevertheless, under the 
proposed method of allocation, the resulting tax allocation to 
each of the Consolidated subsidiaries having taxable in- 
come, although larger than would be the case under strict 
adherence to Rule 45(b)(6), is stil! smaller than the tax 
liability of each such company on a separate return basis. 
Declarants state that the proposed tax allocation has no 
effect on the cost of service treatment given to Con- 
solidated’s distribution companies by regulatory com- 
missions having jurisdiction over rates. 


It is stated that as of December 31, 1975, CNG Producing 
had proven drilled reserves in the United States of 396.- 
845,280 Mcf at a cost of 27¢ per Mcf. CNG Producing also 
had, as of the same date, proven drilled Canadian reserves of 
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56,052,854 Mcf at a cost of 21¢ per Mcf. CNG Ltd.'s only 
gas reserves result from its 1/3 of 1% interest in Dome Oil 
Project. These reserves are located in two areas of Canada 
and are not recoverable at the present time. 


It is stated that no State commission and no Federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transaction. 

= ; ae ¢ @ 
Due notice of the filing of said declaration has been given in 
the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19479), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said declaration, as amended, be permitted to 
become effective: , 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, as amended, 
be, and it hereby is, permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


¢@ 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19524/May 12, 1976 


In the Matter of 


THE POTOMAC EDISON COMPANY } 
Downsville Pike hy 
Hagerstown, Maryland 21740 


(70-5845) 


NOTICE OF PROPOSED ISSUE AND SALE OF PREFERRED 
STOCK AND FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING f 


NOTICE IS HEREBY GIVEN that the Potomac Edison Com- 

pany (‘Potomac’), an electric utility subsidiary of Allegheny 

Power System, Inc., a registered holding company, has filed 

a declaration and amendments thereto with this Commis- | 
sion pursuant to the Public Utility Holding Company Act of 
1935 (“Act”) designating Sections 6 and 7 of the Act and 
Rule 50 promulgated thereunder as applicable to the 
proposed transactions. All interested persons are referred to 
the declaration as amended, which is summarized below, for 
a complete statement of the proposed transactions. 


Potomac proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50, up to 150,000 
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shares of its $ cumulative preferred stock (Preferred 
Stock”), par value $100 per share. The dividend rate, to be 
stated in terms of the dollar amount payable annually, which 
amount will be a multiple of $0.04, and the price per share 
to be paid to Potomac, which price will not be less than 
$100 nor more than $102.75, will be determined by the 
competitive bidding. The terms of the Preferred Stock also 
provide that no shares may be redeemed prior to June 1, 
1981, if the funds for such redemption are obtained by 
Potomac through the issuance of debt securities or other 
preferred stock at an interest or dividend cost, as the case 
may be, less than the dividend rate of the Preferred Stock. 


Potomac also proposes to issue and sell at competitive bid- 
ding up to $25,000,000 aggregate principal amount of its 
first mortgage bonds (‘Bonds’), in one or more series, each 
such seties to have a single maturity of not less than five and 
not more than thirty years from the date of issuance. 
Potomac states that it will notify prospective bidders of the 
maturity and the number of series of the Bonds not later 
than 72 hours prior to the bidding. The price of the Bonds, 
which will not be less than 100% (unless Potomac 
authorizes a lower percentage, not less than 99%) nor 
greater than 102-3/4% of the principal amount, and their in- 
terest rate, which will be a multiple of 1/8 of 1%, will be 
determined by the competitive bidding. 


The Bonds will be issued under Potomac’s Indenture, dated 
October 1, 1944, to Chemical Bank and Thomas J. Foley, 
trustees, as heretofore amended and supplemented and as 
to be further amended and supplemented by a Supplemental 
Indenture to be executed in connection with the issuance of 
the Bonds. The terms of the Bonds prohibit Potomac from 
redeeming them prior to June 1, 1981, if the funds for such 
redemption are obtained by Potomac at a lower interest cost 
than that of the Bonds. 


Potomac states that the proceeds realized from the sale of 
the Preferred Stock and of the Bonds will be applied to pay 
or prepay short-term debt and to finance its construction 
program. Potomac states that on March 31, 1976, it had 
$13,300,000 of short-term notes outstanding and that it ex- 
pects to have about $11,000,000 of such notes outstanding 
at the time of issuance of the Preferred Stock and Bonds. As 
of March 31, 1976, Potomac’s construction program for 
1976-1977 was estimated to cost about $139,000,000. 


Estimates of the fees and expenses to be incurred by 
Potomac in connection with the proposed transactions and 
the fees of counsel for the successful bidders, which will be 
paid by the successful bidders, will be supplied by amend- 
ment. It is stated that the Public Servbice Commission of 
Maryland, the State Corporation Commission of Virginia, 
and the Pennsylvania Public Utility Commission (with regard 
to registration of a securities certificate) have jurisdiction 
over the proposed transactions and that no other state com- 
mission nor any federal commission, other than this Com- 
mission, has jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 4, 1976, request in writing that a 
hearing be held on such matter, stating the nature of his in- 
terest, the reasons for such request, and the issues of fact or 
law raised by said declaration, as amended, which he desires 
to controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such re- 


quest should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail (air mail 
if the person being served is located more than 500 miles 
from the point of mailing) upon the declarant at the above- 
stated address, and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed with the 
request. At any time after said date, the declaration, as 
amended, or as it may be further amended, may be per- 
mitted to become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Corporate 
Regulations, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19525/May 12, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5705/May 12, 1976 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19526/May 12, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5706/May 12, 1976 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19527/May 13, 1976 


In the Matter of 
PUBLIC SERVICE COMPANY OF OKLAHOMA 
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P.O. Box 
Tulsa, Oklahoma 74102 


TRANSOK PIPE LINE COMPANY 
P.O. Box 3008 
Tulsa, Oklahoma 74101 


CENTRAL AND SOUTH WEST CORPORATION 
P.O. Box 1631 
Wilmington, Delaware 19899 


(70-5736) 


NOTICE OF PROPOSED ACQUISITION OF INTERESTS IN 
FUEL EXPLORATION AND DEVELOPMENT ACTIVITIES 


NOTICE IS HEREBY GIVEN that Central and South West 
Corporation (“CSW”), a registered holding company, Public 
Service Company of Oklahoma ("PSO"), an electric utility 
subsidiary of CSW, and Transok Pipe Line Company (‘Tran- 
sok"), a subsidiary pipe line company of PSO, have filed an 
application-declaration, and amendments thereto, with this 
Commission pursuant to the Public Utility Holding Company 
Act of 35 (“Act”) designating sections 6(a), 7, 9, 10 and 


12(f) of the Act and Rules 43 and 100 promulgated’ 


thereunder as applicable to the proposed transactions. All 
interested persons are referred to the application- 
declaration, as amended, which is summarized below, for a 
complete statement of the proposed transactions. 


By order dated November 18, 1975 (HCAR No. 19248) 
issued in this proceeding, CSW was authorized to make a 
$5,000,000 capital contribution to PSO. Jurisdiction was 
reserved with respect to the proposed acquisition of in- 
terests in fuel acquisition and development activities by PSO 
and Transok which are also the subject of the application- 
declaration. 


PSO owns and operates six steam electric generating 
stations in Oklahoma. All of these plants are designed and 
constructed to use natural gas as their primary source of 
fuel. PSO also has two peaking turbine units scheduled to be 
placed in service in 1976 which will burn oil in regular 
operation but which are capable of burning gas. Planned 
base-load units scheduled to be placed in service by PSO 
after 1976 are to be either coal or nuclear fueled. These 
future units are two coal-fired units of 450 Mw each 
scheduled for service in 1979 and 1980 and two nuclear u- 
nits of 1,150 Mw each (700 Mw each of which is committed 
to PSO) for 1983 and 1985. 


PSO states that it has found it impossible in the last few 
years to rely upon renewing traditional long-term fuel supply 
contracts or obtaining additional contracts of this nature to 
meet increased future needs. Accordingly, PSO turned to 
coal and nuclear fuel for all base-load units to be con- 
structed in the future and, together with Transok, initiated an 
oil and gas exploration and development program to provide 
future fuel supplies. 


PSO and Transok are involved with various third parties in 
the fuel development and exploration projects. Operations of 
particular projects are generally supervised and conducted 
by such third parties who have expertise in the fuel explora- 
tion and development field. Interests obtained by PSO and 
Transok vary under the individual projects. PSO’s and Tran- 
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sok’s interest are in some cases subject to overriding royalty 
or other interests in favor of third parties who have par- 
ticipated in the project as investors and/or operators. 


It is stated that PSO and Transok had spent a total of $19.- 
679,530 on oil, gas and uranium fuel exploration and 
development projects through December 31, 1975, in- 
cluding $2,884,925 refunded to PSO in August 1974 under 
the Saga Petroleum program (subject of the Commission's 
Memorandum Opinion and Order dated July 17, 1975 
HCAR No. 19090) and excluding certain advances and 
prepayments to suppliers and producers totalling $2,279.- 
890 at July 31, 1975. At December 31, 1975, PSO and 
Transok had acquired 443,868 net acres of oil and gas 
leasehold interests and 32,990 acres of uranium interests. 
Estimated reserves amounted to 16,738,065 Mcf of gas and 
1,026,805 Bbis of oil for Transok at December 31, 1975 
and 290,000 Ibs of uranium, 428,570 net Bbis of oil and 
766,670 Mcf of gas for PSO at May 31, 1975. 


PSO and Transok request, to the extent required under the 
Act, authority for the future acquisition through December 
31, 1977, of interests relating to fuel exploration and 
development activities. PSO and Transok plan to spend a 
total of $50,816,300 through 1977 for such activities, 
allocated as follows: $10,607,500 for fuel exploration, 
$770,000 for acquisition of property interests related to fuel 
exploration, $31,438,800 for development of fuel resources 
and $8,000,000 presently unallocated. 


The PSO and Transok fuel development and exploration ac- 
tivities may include further acquisition of leasehold interests 
and surface titles, disposition of interests not deemed attrac- 
tive or appropriate, geological evaluation and testing, drilling 
of exploratory and development wells, operation of wells, 
arrangement for certain treatment and processing of gas and 
incidental sales of products or by-products where no use can 
feasibly be made of them by PSO. Activities may also be 
entered into in the future through joint venture, partnerships 
or other common enterprises and may involve farm-ins, 
farm-outs, bottom-hole or dry-hole contributions and other 
transactions of the sort customarily engaged in during ac- 
quisition, exploration and development of oil, gas or uranium 
leasehold properties. 


PSO and Transok propose to report quarterly to the Com- 
mission, to the extent required by Rule 24 under the Act, on 
operations undertaken, expenditures made and intetests 
acquired and disposed of pursuant to the authority re- 
quested in their application-declaration. 


It is stated that no state commission and no federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transaction. Fees and expenses to be incurred in 
connection with the proposed transactions (other than fees 
and expenses incident to the performance of the proposed 
fuel activities) including the capital contribution heretofore 
authorized, are estimated at $6,000, including legal fees of 
$3,500. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 11, 1976, request in writing that a 
hearing be held on such matter, stating the nature of his in- 
terest, the reasons for such request, and the issues of fact or 
law raised by said application-declaration, as amended, 
which he desires to controvert; or he may request that he be 
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notified if the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by mail 
(air mail if the person being served is located more than 500 
miles from the point of mailing) upon the applicants- 
declarants at the above-stated addresses, and proof of ser- 
vice (by affidavit or, in case of an attorney at law, by cer- 
tificate) should be filed with the request. At any time after 
said date, the application-declaration, as amended, or as it 
may be further amended, may be granted and permitted to 
become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as provid- 
ed in Rules 20(a) and 100 thereof or take such other action 
as it may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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TRUST INDENTURE ACT OF 1939 
Release No. 434/May 12, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5705/May 12, 1976 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9279/May 7, 1976 


In the Matter of 


BAYROCK GROWTH FUND, INC. 
40 Wall Street 
New York, New York 10005 


(811-741) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLARING 


THAT COMPANY HAS CEASED TO BE AN INVESTMENT 
COMPANY 


NOTICE IS HEREBY GIVEN THAT Bayrock Growth Fund, 
Inc. (‘Applicant’), a Florida corporation registered under the 
Investment Company Act of 1940 (“Act”) as a diversified, 
open-end management company, filed an application on 
March 30, 1976, pursuant to Section 8(f) of the Act for an 
order of the Commission declaring that Applicant has ceas- 
ed to be an investment company as defined in the Act. All 
interested persons are referred to the application on file with 
the Commission for a statement of the representations con- 
tained therein, which are summarized below. 


On May 14, 1975, Applicant's board of directors voted to 
submit to shareholders a proposal for the sale of Applicant's 
assets to Affiliated Fund, Inc. (“Affiliated”), in exchange for 
shares of Affiliated, and for the liquidation of the Applicant. 
Shareholders approved the proposal on August 26, 1975. 
Thereafter, Applicant's portfolio was transferred to Affiliated, 
a Delaware Corporation registered under the Act as an 
open-end, diversified management company. 


Applicant states that it has no assets and no liabilities and 
that its corporate existence was terminated pursuant to the 
laws of the State of Florida. For these reasons, Applicant 
requests that the Commission issue an order declaring that 
Applicant has ceased to be an investment company. 


Section 8(f) of the Act provides, in part, that when the Com- 
mission upon application finds that a registered investment 
company has ceased to be an investment company, it shall 
so declare by order and upon the effectiveness of such order 
the registration of such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 1, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on this 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues of fact 
or law proposed to be controverted, or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicant at the address stated above. Proof 
of such service (by affidavit, or in case of an attorney at law, 
by certificate) shall be filed contemporaneously with the re- 
quest. At any time after said date, as provided by Rule O-5 of 
the Rules and Regulations promulgated under the Act, an 
order disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own mo- 
tion. Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9280/May 7, 1976 


In the Matter of 


VIKING GROWTH FUND, INC. 
6006 N. Mesa Street 
El Paso, Texas 


(811-739) 


NOTICE OF PROPOSAL TO TERMINATE REGISTRATION 
PURSUANT TO SECTION 8(f) OF THE INVESTMENT 
COMPANY ACT OF 1940 


NOTICE IS HEREBY GIVEN that the Commission proposes, 
pursuant to Section 8(f) of the Investment Company Act of 
1940 (the “‘Act’’), to declare by order on its own motion that 
Viking Growth Fund, Inc. (the Fund”), registered under the 
Act as an open-end, diversified management investment 
company, has ceased to be an investment company as 
defined in the Act. 


The Commission files contain the following information con- 
cerning the Fund. The Fund was organized under the laws of 
Minnesota on April 27, 1956, and registered under the Act 
on September 5, 1956. On July 29, 1975, at a Special 
Meeting of Stockholders of the Fund, the stockholders ap- 
proved the sale of substantially all of the Fund’s assets in ex- 
change for voting shares of Industries Trend Fund, Inc. (‘In- 
dustries’’), a diversified, open-end company registered under 
the Act. 


On September 29, 1975, the sale was consummated and 
the shares of Industries were distributed to the shareholders 
of the Fund. The Fund then filed a Certificate of Dissolution 
with the Office of the Secretary of the State of Minnesota 
and was thereby dissolved. All of the Fund's liabilities have 
been satisfied or provided for and no assets remain. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, on its own motion or upon 
application, finds that a registered investment company has 
ceased to be an investment company, it shall so declare by 
order, which may be made upon appropriate conditions if 
necessary for the protection of investors, and upon taking 
effect of such order the registration of such company shall 
cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 1, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for the hearing on the 
matter accompanied by a statement as to the nature of the 
interest, the reason for such request and the issues, if any, of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon the Fund at the address stated above. Proof of 
such service (by affidavit or in case of an attorney-at-law by 
certificate) shall be filed contemporaneously with the re- 
quest as provided by Rule O-5 of the Rules and Regulations 
promulgated under the Act. An order disposing of the 
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application will be issued as of course following said date 
unless the Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9281/May 7, 1976 


In the Matter of 


BAYROCK FUND, INC. 
40 Wall Street 
New York, New York 10005 


(811-2050) 


NOTICE OF APPLICATION PURSUANT TO SECTION 8(f) 
OF THE ACT FOR AN ORDER DECLARING THAT 
APPLICANT HAS CEASED TO BE AN INVESTMENT 
COMPANY 


NOTICE IS HEREBY GIVEN that Bayrock Fund, Inc. 
(“Applicant’’), a Maryland Corporation registered under the 
Investment Company Act of 1940 (‘Act’) as a diversified, 
open-end management company, filed an application on 
May 30, 1976, pursuant to Section 8(f) of the Act, for an 
order of the Commission declaring that Applicant has ceas- 
ed to be an investment company as defined in the Act. All 
interested persons are referred to the application on file with 
the Commission for a statement of the representations con- 
tained therein which are summarized below. 


On May 14, 1975, Applicant's board of directors voted to 
submit to shareholders a proposal for the sale of Applicant's 
assets to Affiliated Fund, Inc. (’Affiliated’’), a Delaware Cor- 
poration registered under the Act as an open-end, diversified 
management company, in exchange for shares of Affiliated, 
and for the liquidation of Applicant. At a meeting held on 
August 26, 1975, shareholders approved the proposal. 
Subsequently, Applicant's portfolio was transferred to Af- 
filiated. 


Applicant states that it has no assets and no liabilities and 
that its corporate existence was terminated pursuant to the 
laws of the State of Maryland. Therefore, Applicant requests 
that the Commission issue an order declaring that Applicant 
has ceased to be an investment company. 


Section 8(f) of the Act provides, in part, that when the Com- 
mission upon application finds that a registered investment 
company has ceased to be an investment company, it shall 
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so declare by order and, upon the effectiveness of such 
order, the registration of such company shall cease to be in 
effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 1, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for-a hearing on this 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues of fact 
or law proposed to be controverted, or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicant at the address stated above. Proof 
of such service (by affidavit, or in case of an attorney at law, 
by certificate) shall be filed contemporaneously with the re- 
quest. As provided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
application will be issued as of course following said date 
unless the Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices or orders issued in this 
matter, including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9282/May 7, 1976 


In the Matter of 


VIKING INVESTORS FUND 
6006 N. Mesa Street 
El Paso, Texas 


(811-1035) 


NOTICE OF PROPOSAL TO TERMINATE REGISTRATION 
PURSUANT TO SECTION 8(f) OF THE INVESTMENT 
COMPANY ACT OF 1940 


NOTICE IS HEREBY GIVEN that the Commission proposes, 
pursuant to Section 8(f) of the Investment Company Act of 
1940 (the “Act’’), to declare by order on its own motion that 
Viking Investors Fund, Inc. (the “Fund’’), registered under 
the Act as an open-end, diversified management investment 
company, has ceased to be an investment company as 
defined in the Act. 


The Commission files contain the following information con- 
cerning the Fund. The Fund was organized under the laws of 


Minnesota on April 27, 1956, and registered under the Act 
on September 5, 1956. On July 29, 1975, at a Special 
Meeting of Stockholders of the Fund, the stockholders ap- 
proved the sale of substantially all of the Fund's assets in ex- 
change for voting shares of Industries Trend Fund, Inc. (“In- 
dustries’), a diversified, open-end company registered under 
the Act. 


On September 29, 1975, the sale was consummated and 
the shares of Industries were distributed to the shareholders 
of the Fund. The Fund then filed a Certificate of Dissolution 
with the Office of the Secretary of the State of Minnesota 
and was thereby dissolved. All of the Fund's liabilities have 
been satisfied or provided for and no assets remain. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission on its own motion or upon 
application, finds that a registered investment company has 
ceased to be an investment company, it shall so declare by 
order, which may be made upon appropriate conditions if 
necessary for the protection of investors, and upon taking 
effect of such order the registration of such company shall 
cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 1, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for the hearing on the 
matter accompanied by a statement as to the nature of the 
interest, the reason for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may re- 
quest that he be notified if the Commission should order a 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail is the person being 
served is located more than 500 miles from the point of 
mailing) upon the Fund at the address stated above. Proof of 
such service (by affidavit or in case of an attorney-at-law by 
certificate) shall be filed contemporaneously with the re- 
quest as provided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act. An order disposing of the 
application will be issued as of course following said date 
unless the Commission's own motion. Persons who request 
a hearing, or advice as to whether a hearing is ordered, will 
receive any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9283/May 7, 1976 


In the Matter of 


FIDELITY EXCHANGE FUND 
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(A Nebraska Limited Partnership) 
35 Congress Street 
Boston, Massachusetts 02109 


(812-3900) 


ORDER OF EXEMPTION PURSUANT TO SECTION 6(c) OF 
THE ACT FROM SECTIONS 2(a)(3), 2(a)(19), 18(f), AND 
22(e) OF THE ACT 


Fidelity Exchange Fund (A Nebraska Limited Partnership) 
(the ‘‘Fund”’), an open-end, diversified, management invest- 
ment company registered under the Investment Company 
Act of 1940 (the “‘Act”), filed an application on January 23, 
1976, for an order of exemption, pursuant to Section 6(c) of 
the Act, from certain provisions of Sections 2(a)(3), 2(a)(19), 
18(f), and 22(e) of the Act. 


The application requested an order exempting (1) any per- 
son from the definition, set forth in Section 2(a)(3) of the 
Act, of “affiliated person” of the Fund who would come 
within such definition solely because he was a limited 
partner of the Fund, (2) the Fund and its general partners 
from the provisions of Section 2(a)(19) of the Act which 
would make the general partners “interested persons” of 
any other person solely because they are general partners of 
the Fund or co-partners in the Fund of general partners who 
are otherwise “interested persons” of the Fund, (3) the 
Fund from the provisions of Section 18(f) of the Act to the 
extent necessary to permit it to issue securities to limited 
partners that have a priority over securities held by general 
partners in distributions after dissolution, and (4) the Fund 
from the provisions of Section 22(e) of the Act to the extent 
necessary to remove any prohibition against the commit- 
ment of the non-managing general partner not to tender 
securities held by it for redemption except under certain cir- 
cumstances. 


On March 30, 1976, a notice (Investment Company Act 
Release No. 9226) was issued of the filing of said applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application might be issued on the basis of the information 
stated therein unless a hearing should be ordered. No re- 
quest for a hearing has been filed and the Commission has 
not ordered a hearing. 


The matter has been considered and it is found that the re- 
quested exemptions are necessary or appropriate in the 
public interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, that the 
requested exemptions from the provisions of Sections 
2(a)(3), 2(a)(19), 18(f), and 22(e) of the Act be, and hereby 
are, granted effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9284/May 10, 1976 


In the Matter of 


SCUDDER, STEVENS & CLARK COMMON STOCK 
FUND, INC., et al. 

10 Post Office Square 

Boston, Massachusetts 02109 


FIDELITY FUND, INC., et al. 
35 Congress Street 
Boston, Massachusetts 02109 


EATON & HOWARD BALANCED FUND, et al. 
24 Federal Street 
Boston, Massachusetts 02110 


THE GEORGE PUTNAM FUND OF BOSTON, et al. 
265 Franklin Street 
Boston, Massachusetts 02110 


VANCE, SANDERS INCOME FUND, INC., et al. 
One Beacon Street 
Boston, Massachusetts 02109 


(812-3921) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 2(a)(19) OF THE 
ACT 


Scudder Cash Investment Trust, Scudder Managed 
Reserves, Inc., Scudder, Stevens & Clark Balanced Fund, 
Inc., and Scudder, Stevens & Clark Common Stock Fund, 
Inc,; Fidelity Fund, Inc., Puritan Fund, Inc., Fidelity Capital 
Fund, Inc., Fidelity Trend Fund, Inc., Salem Fund, Inc., Fideli- 
ty Equity-Income Fund, Inc., Contrafund, Inc., Congress 
Street Fund, Inc., Essex Fund, Inc., Magellan Fund, Inc., 
Fidelity Destiny Fund, Inc., and Fidelity Bond-Debenture 
Fund, Inc.; Eaton & Howard Balanced Fund, Eaton & 
Howard Growth Fund, Inc., Eaton & Howard Income Fund, 
Eaton & Howard Special Fund, Inc., and Eaton & Howard 
Stock Fund; The George Putnam Fund of Boston, The Put- 
nam Growth Fund, Putnam Investors Fund, Inc., The Putnam 
Income Fund, Inc., Putnam Convertible Fund, Inc., Putnam 
Equities Fund, Inc., Putnam Vista Fund, Inc., Putnam Voy- 
ager Fund, Inc., Putnam Mariner Fund, Inc., Putnam Daily 
Dividend Trust, and Putnam Duofund, Inc,; and Diversifica- 
tion Fund, Inc., The Exchange Fund of Boston, Inc., 
Depositors Fund of Boston, Inc., Capital Exchange Fund, 
Inc., Fiduciary Exchange Fund, Inc., Second Fiduciary Ex- 
change Fund, Inc., Leverage Fund of Boston, Inc., Vance, 
Sanders Special Fund, Inc., Vance, Sanders Common Stock 
Fund, Inc., Vance, Sanders Investors Fund, Inc., and Vance, 
Sanders Income Fund, Inc. (all of the above funds are 
referred to herein col‘ectively as the “Funds”), each of which 
is registered as an investment company under the Invest- 
ment Company Act of 1940 (the Act’), filed an application 
on March 1, 1976 pursuant to Section 6(c) of the Act for an 
order declaring that Mrs. Hester L. Sargent and Messrs. 
Dwight L. Allison, Jr., F. Stanton Deland, Hans H. Estin, 
Donald J. Hurley and William F. Morton, directors, trustees, 
and/or nominees as directors, of one or more of The Funds, 
shall not be deemed “interested persons” of the Funds or 
their investment advisers or principal underwriters within the 
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meaning of Section 2(a)(19) of the Act by reason of their 
positions with The Boston Company, Inc. and/or Boston 
Safe Deposit and Trust Company. 


On April 14, 1974, the Commission issued a notice (Invest- 
ment Company Act Release No. 9247) of the filing of the 
application. The notice gave interested persons an oppor- 
tunity to request a hearing and stated that an order dispos- 
ing of the appliciation would be issued as of course unless a 
hearing should be ordered. No request for a hearing has 
been filed and the Commission has not ordered a hearing. 


The matter has been considered and it is found that the 
granting of the application is appropriate in the pubic in- 
terest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions of 
the Act. 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that the 
application for exemption from the provisions of Section 
2(a)(19) fo the Act be, and hereby is, granted, effective 
forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9285/May 11, 1976 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12424/May 11, 1976 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9286/May 12, 1976 


In the Matter of 

NELSON FUND, INC. 

601 Fifth Avenue, 6th Floor 

New York, New York 10017 

(811-846) 

ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


On January 19, 1976, Neslon Fund, Inc. (‘Applicant’), a 
diversified, open-end management investment company 


registered under the Investment Company Act of 1940 
(“Act’’) filed an application pursuant to Section 8(f) of the 
Act for an order of the Commission declaring that Applicant 
has ceased to be an investment company as defined in the 
Act. 


On March 31, 1976, a notice (Investment Company Act 
Release No. 9230) was issued of the filing of said applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that Appli- 
cant has ceased to be an investment company. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of the 
Act, that the registration of Nelson Fund, Inc. under the Act 
shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9287/May 12, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5705/May 12, 1976 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9288/May 13, 1976 


In the Matter of 


J.P. MORGAN OF CANADA LIMITED 
25 King Street West 
Toronto, Canada M5L 1G2 


(812-3907) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) FOR ORDER OF EXEMPTION FROM ALL 
PROVISIONS OF THE ACT 


NOTICE IS HEREBY GIVEN that J.P. Morgan of Canada 
Limited (‘Applicant’), an Ontario corporation, filed an 
application on February 5, 1976, and an amendment thereto 
on May 10, 1976, pursuant to Section 6(c) of the Invest- 
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ment Company Act of 1940 (Act), for an order of the Com- 
mission exempting it, and any trustee of, and any un- 
derwriter for, Applicant, from all of the provisions of the Act. 
All interested persons are referred to the application on file 
with the Commission for a statement of the representations 
made therein, which are summarized below. 


Applicant, incorporated under the by-laws of the Province of 
Ontario on October 16, 1973, is a wholly-owned subsidiary 
of J.P. Morgan Overseas Capital Corporation (“Overseas’’) 
which is a wholly-owned subsidiary of Morgan Guaranty 
International Finance Corporation (‘“MGIFC”), a corporation 
organized pursuant to Section 25(a) of the Federal Reserve 
Act, 12 U.S.C.A. § 611 et seq. (the “Edge Act’). MGFIC is a 
wholly-owned subsidiary of Morgan Guaranty Trust Com- 
pany of New York, a New York trust company and a member 
bank of the Federal Reserve System (the “ Bank’). The Bank 
is, in turn, a wholly-owned subsidiary of J.P. Morgan & Co. 
Incorporated (“Morgan”), a Delaware business corporation 
and a bank holding company registered under the Bank 
Holding Company Act of 1956, as amended, 12 U.S.C.A. § 
1841 et seg. (the “Bank Holding Company Act’’). Morgan, 
the Bank and MGIFC are not investment companies as 
defined in the Act. Applicant states that Morgan is primarily 
engaged, through wholly-owned subsidiaries, in the 
business of banking and therefore is expressly exempt from 
the Act pursuant to Section 3(c)(6) and is, Applicant alleges, 
also entitled to an exemption pursuant to Section 3(b)(1) 
thereof. The Bank is a trust company doing business under 
the laws of the State of New York which receives deposits, 
exercises fiduciary powers and is examined by New York 
banking authorities and is, therefore exempt from the Act 
pursuant to Section 2(a)(5)(c) and Section 3(c)(3) thereof. 
MGIFC is a banking institution organized under the laws of 
the United States and is therefore exempt form the Act pur- 
suant to Section 2(a)(5)(A) and Section 3(c)(3) thereof. 
Overseas, organized in 1972 to invest in and make loans to 
subsidiaries and affiliates of Overseas and MGIFC, was ex- 
empted from all the provisions of the Act pursuant to an 
Order of the Commission dated August 4, 1972, /nvestment 
Company Release No. 7313. The application alleges that 
Applicant, which primarily provides commercial financing 
and other financial services to Canadian corporations and 
other Canadian entities, is not currently an “investment 
company” as defined in the Act since under Section 3(b)(3) 
thereof all of its outstanding securities other than certain 
short-term guaranteed promissory notes are owned directly 
or indirectly by a company excepted from the definition of 
“investment company” pursuant to Section 3(b)(1) of the 
Act. 


Applicant represents that Morgan is subject to regulation 
under the Bank Holding Company Act and, as a registered 
bank holding company, Morgan and its subsidiaries, in- 
cluding Applicant, are subject to examination by the Board 
of Governors of the Federal Reserve System (the “ Board’) 
and Morgan is required to file with the Board an annual 
report and such other additional information as the Board 
may require pursuant to the Bank Holding Company Act. 
Applicant represents that the Bank is a member of the 
Federal Reserve System and the Federal Deposit Insurance 
Corporation and its business is subject to both Federal and 
New York State banking authorities. Applicant further 
represents that Morgan, MGIFC, Overseas and Applicant, 
as affiliates of the Bank, are subject to examination by the 
Superintendent of Banks in New York. 
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Applicant further represents that MGIFC, as a corporation 
organized under the Edge Act (an ‘’Edge Act corporation”) is 
under the supervision of and is examined by the Board. The 
Board regulates the activities and investments of Edge Act 
corporations through the provisions of its Regulation K, 12 
C.F.R. Part 211. Under the terms of the Board’s consent to 
the indirect investment by MGIFC in Applicant, Applicant, 
except in certain limited respects, is obligated to conduct its 
activities substantially as if it were an Edge Act corporation, 
and MGIFC is required to furnish to the Board such reports 
regarding the activities of the Applicant as the Board may 
request. Under the Edge Act, Regulation K and the Board's 
interpretations thereof, Edge Act corporations are authorized 
to engage in international or foreign banking, other inter- 
national or foreign financing activities and activities inciden- 
tal thereto. An Edge Act corporation may not carry on any 
part of its business in the United States, except such as in 
the judgment of the Board is incidental to its international or 
foreign business. An Edge Act corporation has the power to 
borrow money, but under Regulation K it may not issue or 
have outstanding any debentures, bonds, promissory notes 
(other than notes due within one year) or similar obligations 
without the prior approval of the Board. Moreover, the in- 
vestments which an Edge Act corporation is permitted to 
make are subject to regulation by the Board, the prior con- 
sent of the Board is required for any investment in shares of 
a corporation which would result in the Edge Act corpora- 
tion having more than $500,000 invested in the shares of 
such corporation or holding more than 25% of the voting 
stock thereof, and any investment in shares of a corporation 
must be fully reported to the Board within 30 days after the 
close of the quarter in which such investment is made. 
Applicant represents that it has not made equity in- 
vestments as part of its financing activity and will, in no 
event, make equity investments in corporations which are 
organized under the laws of the United States or any state 
thereof. 


The primary method of financing Applicant's activities has 
been the sale of promissory notes which are unconditionally 
guaranteed by the Bank and which have a maturity of less 
than nine months. These notes are presently issued in 
denominations of not less than $100,000 in Canadian or 
United States funds or the equivalent thereof in other 
currencies, and are sold in Canada through Canadian dealers 
either on a discounted or interest-bearing basis. The prin- 
cipal purchasers of the notes are large Canadian corporate 
and institutional investors. Although the notes are not sold 
in the United States, from time to time a substantial portion 
is purchased by American corporate and institutional in- 
vestors which place orders through the Canadian dealers 
located in Toronto and other Canadian cities. The application 
alleges that by virtue of the guarantee of the Bank, the notes 
are marketed primarily on the credit of the Bank and any sale 
of such notes would be exempt from the registration 
provisions of the Securities Act of 1933 under Section 
3(a)(2) thereof since the notes are ‘guaranteed by [a] bank’ 
within the meaning of said Act. Other sources of financing of 
Applicant's activities have been short-term bank borrowing 
and contributions to capital. 


Applicant further represents that in order to obtain longer 
term financing, it is considering three additional methods of 
financing. Each financing plan, described below, would in- 
volve the issuance of debt securities with a maturity of one 
year or more from the date of issue, and, pursuant to the 
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provisions of Regulation K referred to above, MGIFC ob- 
tained approval of the Board in connection with the propos- 


a ed financings. Under the financings: 


(1) Applicant proposes to issue debt securities, which 
will be unconditionally guaranteed as to payment of 
principal and interest by the Bank, and to offer and sell 
these securities in transactions not involving any 
public offering to institutional investors in the United 
States and elsewhere who will not be “underwriters” 
within the meaning of the Securities Act of 1933. 


(2) Applicant proposes to issue debt securities, which 
will be unconditionally guaranteed as to payment of 
principal and interest by the Bank, and to offer and sell 
these securities outside of the United States through 
underwriters to members of the public who are not 
nationals or residents of the United States. 


(3) Applicant proposes to issue debt securities which 
will be offered and sold, either directly or through a 
dealer, in transactions not involving any public offering 
to a limited number of institutional investors in Canada 
or elsewhere outside the United States who will not 
be “underwriters’’ within the meaning of the 
Securities Act of 1933. 


Upon implementation of any of the above-described finan- 
cing plans, the exemption from the definition of “investment 
company” provided by Section 3(b)(3) would no longer be 
available to Applicant since certain of Applicant’s securities 
will thereupon be owned by a company other than one en- 
titled to the exclusion contained in Section 3(b)(1) or Sec- 
tion 3 (b)(2) of the Act. In such an event, Applicant, as a 
foreign investment company, and any depositor or trustee 
of, or underwriter for Applicant would be subject to Section 
7(d) of the Act which prohibits the use of jurisdictional 
means to offer or sell, or to deliver after sale, any security of 
Applicant in connection with a public offering. 


Applicant states that although it is not a ‘‘bank’’ under Sec- 
tion 2(a)(5)(C) of the Act, it fits within the general intent of 
Section 3(c)(3) of the Act which excludes banks and other 
institutions, subject to supervision by State or Federal 
regulatory agency, from the definition of ‘investment com- 
pany” under the Act. Applicant operates as a wholly-owned 
subsidiary of MGIFC and the Bank, in part serving their 
clients engaged in activities in Canada, its activities are 
supervised by MGIFC and the Bank, and it performs many of 
the functions which are performed by the Bank worldwide. 
In addition, Applicant represents that, except in certain 
limited respects, it is subject to the same regulations 
prescribed for Edge Act corporations and is subject to ex- 
amination by both the Board and the Superintendent of 
Banks of New York. Accordingly, Applicant requests an ex- 
emption from all provisions of the Act pursuant to Section 
6(c) thereof, subject to the following conditions: 


(1) Applicant will not sell any debt securities other 
than (a) promissory notes unconditionally guaranteed 
by the Bank having maturities of nine months or less, 
(b) debt securities unconditionally guaranteed by the 
Bank having maturities of one year or more which are 
offered and sold in transactions not involving any 
public offering to financial institutions, located in the 
United States and elsewhere. which are not 


“underwriters” of such securities within the meaning 
of the Securities Act of 1933, and (c) debt securities 
having maturities of one year or more which are sold 
in offerings outside the United States and which are 
either (i) unconditionally guaranteed by the Bank or (ii) 
offered and sold in transactions not involving any 
public offering to financial institutions located in 
Canada or elsewhere outside the United States which 
are not ‘underwriters’ of such securities within the 
meaning of the Securities Act of 1933 pursuant to 
agreements reasonably designed to prevent such debt 
securities from coming into the hands of an American 
national or resident. 


(2) In the event that all the common shares of Appli- 
cant do not continue to be held by Morgan or by a 
wholly-owned subsidiary of Morgan which is either (a) 
not an investment company or (b) duly exempted from 
the provisions of the Act pursuant to an order of the 
Commission, the order will terminate. 


(3) In the event that Applicant ceases to be supervised 
and examined by a Federal authority having supervi- 
sion over banks, the order will terminate. 


Section 6(c) of the Act provides that the Commission, by 
order upon application, may conditionally or unconditionally 
exempt any person or transaction from any provision or 
provisions of the Act to the extent that such exemption is 
necessary or appropriate in the public interest and consis- 
tent with the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 7, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request and the issues of fact or 
law proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing thereon. 
Any such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549. A copy of such request shall be served personally or 
by mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon Applicant at 
the address stated above. Proof of such service (by affidavit 
or, in case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by Rule O- 
5 of the Rules and Regulations promulgated under the Act, 
an order disposing of the application will be issued as of 
course following said date unless an order for hearing upon 
said application shall be issued upon request or upon the 
Commission’s own motion. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9289/May 13, 1976 


In the Matter of 


THE STOCK FUND OF AMERICA, INC. 

AND 

THE INVESTMENT COMPANY OF AMERICA 
611 West Sixth Street 

Los Angeles, California 90017 


(812-3848) 


NOTICE OF FILING OF APPLICATION PURSUANT TO SEC- 
TION 17(b) OF THE ACT FOR AN ORDER EXEMPTING A 
PROPOSED TRANSACTION FROM THE PROVISIONS OF 
SECTION 17(a) OF THE ACT. 


NOTICE IS HEREBY GIVEN that The Stock Fund of America, 
Inc. (“SFA’), and The Investment Company of America 
("ICA") (collectively, the “Applicants”), both open-end, 
diversified, management investment companies registered 
under the Investment Company Act of 1940 (“Act”), have 
filed an application on April 27, 1976, and an amendment 
thereto on May 12, 1976, pursuant to Section 17(b) of the 
Act for an order of the Commission exempting from the 
provisions of Section 17(a) of the Act a proposed merger of 
SFA into ICA. All interested persons are referred to the 
application on file with the Commission for a statement of 
the representations contained therein, which are sum- 
marized below. 


According to the application, SFA was incorporated in the 
State of Delaware on December 14, 1951, and, on March 
31, 1976, had 6,284,821 shares outstanding and net assets 
of $47,618,693. It is said that |CA was incorporated in the 
State of Delaware on August 28, 1933, and, on March 31, 
1976, had 101,033,600 shares outstanding and net assets 
of $1,394,396,599. 


Applicants propose to enter into an Agreement and Plan of 
Merger (the ‘Proposed Agreement’), pursuant to which SFA 
will be merged into ICA and the separate existence of SFA 
will cease. Applicants state that to become effective, the 
Proposed Agreement requires the affirmative vote of at least 
a majority of the outstanding shares of SFA; but that, by vir- 
tue of Section 251 (f) of the Delaware General Corporation 
Law, approval of the shareholders of ICA is not required. A 
meeting of the shareholders of SFA to vote on the Proposed 
Agreement has been scheduled to take place in June of 
1976. It is also said that a condition precedent to the 
proposed merger is the receipt of either a ruling from the 
Internal Revenue Service or opinions of the Applicants’ 
respective legal counsels to the effect that the merger will 
constitute a tax-free reorganization. Applicants state that 
the effective time of the merger is to be the close of the 
business day of June 25, 1976, and that shortly before the 
effective date of the merger, each of the Applicants shall dis- 
tribute to its shareholders substantially all of its net taxable 
income for the fiscal year through the effective date of the 
merger. 


lf the merger is consummated, it is proposed that the out- 
standing shares of SFA held of record by each shareholder of 
SFA immediately preceding the effective time of the merger 
will be converted into and become the number of full and/or 
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fractional shares of common stock of ICA which, when mul- 
tiplied by the net asset value per share of such shares of ICA, 
shall have an aggregate net asset value equal to the 
aggregate net asset value of such shareholder's interest in 
SFA. The net asset value of the shares of common stock of 
ICA and SFA at the effective time of the merger shall be the 
net asset values of each of the Applicants determined in the 
manner described in their current prospectuses as of the 
close of the New York Stock Exchange on the day of the 
effective time of the merger or, if the Exchange is not open 
on that day, on the last preceding day on which the Ex- 
change was open. 


The respective tax positions of Applicants as of March 31, 
1976, are said to be as follows: SFA had total net assets of 
approximately $47,618,693 and a total capital loss carry- 
over of $21,690,000, of which $9,000,000, $6,650,000 
and $6,040,000 may be used to offset capital gains realized 
during the fiscal years ending October 31, 1978, 1979, and 
1980, respectively; ICA had total net assets of $1,394,- 
396,599 and no loss carry-over; SFA’s net unrealized gains 
were $6,979,706 and ICA’s net unrealized gains were 
$140,787,163. 


The Applicants have agreed that no adjustment need be 
made in the computation of Applicants’ respective net asset 
values to reflect any potential income tax impact on the 
shareholders of the Applicants which might result from 
differences in amounts of realized and unrealized capital 
gains or losses in the respective portfolios. Applicants are of 
the opinion that the actual impact of capital loss carry-overs 
and current net unrealized gains or losses is not readily 
determinable and would be largely a matter of speculation; 
and, further, that any such impact would depend on many 
different factors, including each individual shareholder's per- 
sonal tax status. 


Applicants state that the investment objective of ICA, which 
is said to be similar to the investment objective of SFA, will 
be the investment objective of the surviving company. SFA’s 
primary investment objective is said to be long-term growth 
of income and principal. Applicants state that, to the extent 
consistent with this objective, current income is given con- 
sideration in the selection of investments, but that major in- 
vestment emphasis is given to common stocks of well es- 
tablished companies which appear to have favorable 
prospects for long-term growth of earnings and dividends. 
However, it is stated that SFA may also purchase preferred 
stocks, bonds, and short-term debt securities. ICA’s assets 
are said to consist principally of a diversified group of com- 
mon stocks. Applicants state that in the selection of 
securities for ICA's portfolio, the possibilities of appreciation 
and potential dividends are given more weight than current 
dividend yield, but that at times when the outlook for com- 
mon stocks is not considered promising, a substantial por- 
tion of the assets of ICA may be held as cash in banks or in 
United States Government securities. 


Applicants state further that the investment restrictions of 
the Applicants are substantially similar in content and that 
the fundamental investment restrictions of ICA will continue 
in effect after the merger and will be the fundamental invest- 
ment restrictions of the surviving company. 


It is proposed that each of the Applicants will bear its own 
expenses in connection with the merger. The aggregate ex- 
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penses are expected to be approximately $54,000 of which 
it is proposed that SFA will bear $27,000 and the remainder 
of approximately $27,000 will be borne by ICA. 


Capital Research and Management Company (’‘CRMC”) 
acts as investment adviser to each of the Applicants. 
Applicants state that CRMC’s investment advisory agree- 
ment with ICA would continue as the investment advisory 
agreement of the surviving company. 


It appears that CRMC’s investment advisory and service 
agreement with SFA provides for compensation of .5% of 
the first $150,000,000 of SFA’s net assets and of .4% of the 
net assets of in excess of $150,000,000; and that ICA pays 
CRMC a monthly advisory fee of 1/12 of the following an- 
nual rates: .36 of 1% on the portion of the value of the total 
net assets of ICA not exceeding $300,000,000, and .27% of 
the portion exceeding $300,000,000. Such monthly pay- 
ment is said to be reduced by $5,250 for a 60-month period 
which began January 1, 1972. 


The Applicants contend that they are not affiliated persons 
of each other, or affiliated persons of affiliated persons of 
each other, within the meaning of Section 2(a)(3) of the Act. 
Applicants assert that they have only one common director, 
and that the majority of the members of their respective 
Boards of Directors are not “interested persons” as defined 
in the Act. Moreover, Applicants are said to have no com- 
mon officers with the exception of two _ individuals. 
Applicants assert further that neither of them owns any of 
the outstanding shares of the other. As stated above, CRMC 
acts as investment adviser to each of the Applicants. CRMC 
is said to own 20,090 shares of ICA, which amount appears 
to be less than 1/50 of one percent of the outstanding 
shares of ICA. 


Applicants recognize, however, that on the basis of the 
foregoing facts they might be deemed to be “affiliated per- 
sons” of each other and state that they have filed the 
application so as to avoid any question being raised under 
Section 17 of the Act with respect to the transactions 
described therein. 


Section 17(a) of the Act provides, in part, that it shall be un- 
lawful for any affiliated person of a registered investment 
company, or an affiliated person of such a person, acting as 
principal, knowingly to sell to or purchase from such 
registered investment company any security or other proper- 
ty. Section 17(b) of the Act provides that the Commission, 
upon application, shall be order exempt a proposed transac- 
tion from the provisions of Section 17(a) if evidence es- 
tablishes that the terms of the proposed transaction, in- 
cluding the consideration to be paid or received, are 
reasonable and fair and do not involve overreaching on the 
part of any person concerned and that the proposed transac- 
tion is consistent with the policy of each registered invest- 
ment company concerned and with the general purposes of 
the Act. 


Applicants submit that the terms of the proposed transac- 
tion are fair and reasonable and do not involve overreaching 
on the part of any person concerned in that shares of ICA are 
proposed to be issued for shares of SFA on the basis of their 
respective net asset values. Applicants further submit that 
the transaction is consistent with the policies of each of 
them. In the opinion of the Applicants, the shareholders of 


SFA will benefit from a lower investment advisory fee and 
the elimination of certain duplications of expense in: (i) 
auditing, accounting, and legal areas; (ii) the qualification of 
shares for sale in the various jurisdictions where shares are 
sold; (iii) preparation and printing of shareholder reports, 
prospectuses, and proxy material; and (iv) possible further 
savings in brokerage commissions and custodian fees. It is 
estimated by Applicants that their combined expenses in the 
twelve months ended December 31, 1975, would have 
been reduced by more than $100,000, had the Applicants 
been combined during that period. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 4, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may re- 
quest that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon the Applicants at the address stated above. 
Proof of such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed contem- 
poraneously with the request. As provided by Rule 0-5 of 
the Rules and Regulations promulgated under the Act, an 
order disposing of the application will be issued as of course 
following said date, unless the Commission thereafter orders 
a hearing upon request or upon the Commission's own mo- 
tion. Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 511/May 10, 1976 


In the Matter of: 

THE SANDERS INVESTMENT ADVISORY CORP. 
The Securities and Exchange Commission has ordered ad- 
ministrative proceedings under the Investment Advisers Act 
of 1940 (Advisers Act) naming the Sanders Investment Ad- 
visory Corporation, a Chicago, Illinois investment adviser. 


Also named as respondent is Victoria Lynn Sanders, an of- 


SEC DOCKET/659 








ficer and director of the firm. 


The proceedings are based on allegations of the Com- 
mission's staff of violations of the anti-fraud and bookkeep- 
ing provisions of the Advisers Act. 


A hearing will be scheduled by further order to take evidence 
on the staff allegations and to afford the respondents an op- 
portunity to offer any defenses thereto, for the purpose of 
determining whether the allegations are true, and, if so, 
whether any action of a remedial nature should be ordered 
by the Commission. 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 512/May 10, 1976 


Admin. Proc. File No. 
In the Matter of 


J. L. MEAD & COMPANY 
250 East Broad Street 
Columbus, Ohio 43215 
(File No. 801-7253) 


METROPOLITAN ADVISERS CORPORATION 
250 East Broad Street 

Columbus, Ohio 43215 

(File No. 801-8309) 


JOHN L. MEAD 
250 East Broad Street 
Columbus, Ohio 43215 


ORDER INSTITUTING PROCEEDINGS AND IMPOSING 
REMEDIAL SANCTIONS 


In connection with a proposed administrative proceeding, J. 
L. Mead & Company, a registered investment adviser, 
Metropolitan Advisers Corporation, a registered investment 
adviser and John L. Mead, president, director and principal 
executive officer of J. L. Mead & Company and Metropolitan 
Advisers Corporation, have submitted offers of settlement 
which the Commission has determined to accept. Solely for 
the purposes of these proceedings and any other ad- 
ministrative proceedings pursuant to specified sections of 
the Exchange, Securities, Investment Advisers and Invest- 
ment Company Acts, and without admitting or denying the 
findings herein, respondents consent to the findings and 
sanctions set forth below. 


Accordingly. IT !S ORDERED that proceedings pursuant to 
Sections 203(e) and 203(f) of the Investment Advisers Act 
be, and they hereby are, instituted. 


On the basis of the order for proceeding and the offers of 
settlement, it is found that on May 10, 1976 The United 
States District Court for the Southern District of Ohio, 
Eastern Division permanently enjoined 


(a) J. L. Mead & Company from violating Section 17(a) of 
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the Securities Act; Section 10(b) of the Exchange Act and 
Rule 10b-5 thereunder; Sections 15(a), 17(a)(1), 17(a)(2), 
17(a)(3), 17(f), 21, 22(c) and 31(a) of the Investment Com- 
pany Act and Rules 17f-2, 22c-1 and 31a-1, thereunder; 
and Sections 204, 206(1), 206(2), 206(3) and 206(4)- 
1(a)(5) and 206(4)-2(a)(5), thereunder; and from engaging 
in acts and practices constituting a breach of fiduciary duty 
within the meaning of Section 36 of the Investment Com- 
pany Act. 


(b) Metropolitan Advisers Corporation from violating Sec- 
tion 17(a) of the Securities Act; Section 10(b) of the Ex- 
change Act and Rule 10b-5, thereunder; Sections 17(a)(3), 
17(f), 21, 22(c) and 31(a) of the Investment Company Act 
and Rules 17f-2, 22c-1 and 31a-1, thereunder; and Sec- 
tions 204, 206(1), 206(2), 206(3) and 206(4) of the Ad- 
visers Act and Rules 204-1(b), 204-2 and 206(4)-2(a)(5), 
thereunder and from engaging in acts and practices con- 
stituting a breach of fiduciary duty within the meaning of 
Section 36 of the Investment Company Act. 


(c) John L. Mead from violating Section 17(a) of the 
Securities Act, Section iO(b) of the Exchange Act and Rule 
10b-5, thereunder; Sections 9(a), 15(a), 16(a), 17(a)(1), 
17(a)(2), 17(a)(3), 17(f), 21, 22(c), 31 and 34(b) of the 
Investment Company Act and Rules 17f-2, 22c-1 and 31a- 
1, thereunder; and Sections 204, 206(1), 206(2), 206(3) 
and 206(4) of the Advisers Act and Rules 204-1(b), 204-2, 
206(4)-1(a)(5) and 206(4)-2(a)(5), thereunder; and from 
engaging in acts and practices constituting a breach of 
fiduciary duty within the meaning of Section 36 of the 
Investment Company Act.' 


In view of the foregoing, it is in the public interest to impose 
the sanctions specified in the offers of settlement. 


Accordingly, IT 1S ORDERED that J. L. Mead & Company’s 
registration as an investment adviser be, and it hereby is, 
revoked; and it is further ORDERED that Metropolitan Ad- 
visers Corporation's registration as an investment adviser be, 
and it hereby is, revoked; and it is further ORDERED that 
John L. Mead be, and he hereby is, barred from association 
with an investment adviser, except that, two years after the 
effective date of this Order, Mr. Mead or any investment ad- 
viser with which Mr. Mead proposes to become associated 
and which is not investment adviser to an investment com- 
pany, may apply to the Commission for an order permitting 
Mr. Mead to become associated with such investment ad- 
viser as a supervised employee in a nonsupervisory, non- 
proprietary capacity not involving direct contact with any 
clients (other than his employer) or custody of or authority to 
direct the disposition of any of the funds or securities of such 
clients, upon a showing that Mr. Mead will be adequately 
supervised. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





' SEC v. J. L. Mead & Company, et al, C-2-75-777. J. L. 
Mead & Co., Metropolitan Advisers Corporation and John L. 
Mead consented to the injunction, without admitting or 
denying the allegations of the Commission’s complaint. 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 513/May 11, 1976 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12424/May 11, 1976 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 514/May 12, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5705/May 12, 1976 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 515/May 12, 1976 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12437/May 12, 1976 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 516/May 13, 1976 


NOTICE OF PROPOSALS UNDER THE INVESTMENT 
ADVISERS ACT OF 1940 TO (1) ADOPT PROPOSED 
RULES 0-4, 0-5, and 0-6 REGARDING THE GENERAL 
REQUIREMENTS FOR PAPERS AND APPLICATIONS AND 
THE PROCEDURE WITH RESPECT TO APPLICATIONS 
AND OTHER MATTERS, INCLUDING A PROVISIONS FOR 
INCORPORATION BY REFERENCE; AND (2) TO AMEND 
THE TITLE OF RULE 204-1 TO CLARIFY THE FACT THAT 
IT REFERS ONLY TO APPLICATIONS FOR REGISTRATION. 


(Comment Period Expires July 15, 1976) 
File No. S7-632 


NOTICE IS HEREBY GIVEN that the Securities and Ex- 
change Commission has under consideration the adoption of 
new Rules 0-4, 0-5, and 0-6 under the Investment Advisers 
Act of 1940 (the “Advisers Act’) for the purpose of 
facilitating the processing of applications for orders under 
the provisions of the Advisers Act and the rules promulgated 
thereunder.’ The Commission is also considering a related 


clarifying amendment of the title of Rule 204-1 under the 
Advisers Act. The foregoing actions would be taken by the 
Commission pursuant to Sections 203, 204, and 211 of the 
Advisers Act and Title V of the Independent Offices Ap- 
propriations Act, 1952. 


At present, there are no rules under the Advisers Act relating 
to the filing and processing of applications for orders under 
the provisions of the Advisers Act and the rules promulgated 
thereunder. As a result, the papers and applications that are 
filed for such orders may not provide sufficient information 
for the Commission to render an appropriate decision, and, 
even where they do provide all necessary information, they 
may not present the kind of formal record normally required 
as the basis for Commission action. The rules under the 
Investment Company Act of 1940 (the ‘Investment Com- 
pany Act’) now provide formal requirements for the filing 
and processing of papers and applications for orders under 
the provisions of the Investment Company Act and the rules 
thereunder; the Commission now proposes to adopt similar 
provisions under the Advisers Act with certain changes to 
make them consistent with the present rules under the Ad- 
visers Act. 


Proposed Rule O-4 under the Advisers Act would contain 
general requirements of papers and applications filed pur- 
suant to the Advisers Act and any rule or regulation 
thereunder, including, among other things, the method for 
filing such papers and formal specifications respecting the 
form in which applications should be filed and their contents, 
including a statement as to the authority of the persons sign- 
ing the application, a statement of the grounds for the 
application, and the address of the applicant. 


Proposed Rule 0-5 under the Advisers Act would specify the 
procedure of the Commission with regard to proceedings in- 
itiated by the filing of an application, or upon the Com- 
mission’s own motion, pursuant to any section of the Ad- 
visers Act or any rule or regulation thereunder, unless in the 
particular circumstance a different procedure is provided. It 
encompasses a requirement for notice of the initiation of the 
proceedings in the Federal Register, a period of time during 
which interested persons might request a hearing, a provi- 
sion for the issuance of orders, including orders for hearings,’ 
and a requirement of a $150 application fee. The $150 fee 
would not be required where an applicant for an order under 
the Advisers Act also applies for an order under the Invest- 
ment Company Act in the same application, since a $500 
application fee would then be required pursuant to Rule O- 
5(d) under the Investment Company Act. 


Proposed Rule 0-6 under the Advisers Act wouid provide for 
incorporation by reference in applications filed under the Ad- 
visers Act of all or a part of other documents, including 
financial statements, filed wit? the Commission pursuant to 
any Act administered by the Commission. In view of the 
relative brevity of other reports currently required to be filed 
with the Commission under the Advisers Act, incorporation 
by reference in such documents would appear to be un- 
necessary at this time. 


The term “application,” as used in proposed Rules 0-4, 0-5, 
and 0-6, would be defined as “any application for an order of 
the Commission under the Act other than an application for 
registration as an investment adviser.” 


The Commission also proposes to amend the title to Rule 
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204-1 to make it clear that that rule relates only to 
amendments to applications for registration and not to 
amendments to other kinds of applications. 


Proposed Commission Action 


As proposed to be adopted, Rules 0-4, 0-5, and 0-6 under 
the Advisers Act would read as follows: 


Rule O-4. General Requirements of Papers and 
Applications. 


(a) Filing of papers. - All papers required to be filed 
with the Commission shall, unless otherwise provided 
by the rules and regulations under the Act, be 
delivered through the mails or otherwise to the 
Securities and Exchange Commission, Washington, 
D.C. 20549. Except as otherwise provided by the rules 
and regulations under the Act, such papers shall be 
deemed to have been filed with the Securities and Ex- 
change Commission on the date when they are actual- 
ly received by it. 


(b) Formal specifications respecting applications. - 
Every application for an order under any provision of 
the Act, for which a form with instructions is not 
specifically prescribed, and every amendment to such 
application shall be filed in quintuplicate. One copy 
shall be signed by the applicant, but the other four 
copies may have facsimile or typed signatures. Such 
applications shall be on paper approximately 812 by 
13 inches in size, except that tables, charts, and other 
documents may be larger if folded to approximately 
that size. The left margin should be at least 112 inches 
wide, and, if the application is bound, it should be 
bound on the left side. All typewritten or printed 
matter (including deficits in financial statements) 
should be set forth in black so as to permit photocopy- 
ing. 


(c) Authorization respecting applications. - 


(1) Every application for an order under any provision 
of the Act, for which a form with instructions is not 
specifically prescribed and which is executed by a cor- 
poration, partnership or other company and filed with 
the Commission, shall contain a concise statement of 
the applicable provisions of the articles of incorpora- 
tion, bylaws, or similar documents, relating to the right 
of the person signing and filing such application to 
take such action on behalf of the applicant, and a 
statement that all requirements have been complied 
with and that the person signing and filing the same is 
fully authorized to do so. If such authorization is 
dependent on resolutions of stockholders, directors, or 
other bodies, such resolutions shall be attached as an 
exhibit to, or the pertinent provisions thereof shall be 
quoted in, the application. 


(2) If an amendment to any such application shall be 
filed, such amendment shall contain a similar state- 
ment or, in lieu thereof, shall state that the authoriza- 
tion described in the original application is applicable 
to the individual who signs such amendment and that 
such authorization still remains in effect. 


(3) When any such application or amendment is sign- 
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ed by an agent or attorney, the power of attorney 
evidencing his authority to sign shall contain similar 
statements and shall be filed with the Commission. 


(d) Verification of applications and statements of fact. 
- Every application for an order under any provision of 
the Act, for which a form with instructions is not 
specifically prescribed and every amendment to such 
application, and every statement of fact formally filed 
in support of, or in opposition to, any application or 
declaration shall be verified by the person executing 
the same. An instrument executed on behalf of a cor- 
poration shall be verified in substantially the following 
form, but suitable changes may be made in such form 
for other kinds of companies and for individuals: 


STATE OF 





County of , Ss: 





The undersigned being duly sworn deposes and 
says that he has duly executed the attached 
dated 19> ,. tor 
and ‘on behalt of 

(Name of company) 
of such company; and that all ac- 


that he is 





the 

(Title of officer) 
tion by stockholders, directors, and other bodies 
necessary to authorize deponent to execute and file 
such instrument has been taken. Deponent further 
says that he is familiar with such instrument, and the 
contents thereof, and that the facts therein set forth 
are true to the best of his knowledge, information and 
belief. 





(Signature) 





(Type or print name beneath) 


Subscribed and sworn to before me 
this day 





(Title of Officer) 
of ,19 








[Official Seal] 


My commission expires 





(e) Statement of grounds for application. - Each 
application should contain a brief statement of the 
reasons why the applicant is deemed to be entitled to 
the action requested with a reference to the provisions 
of the Act and of the rules and regulations under 
which application is made. 


(f) Name and address. - Every application shall con- 
tain the name and address of each applicant and the 
name and address of any person to whom any appli- 
cant wishes any question regarding the application to 
be directed. 


(g) Proposed Notice. - A proposed notice of the 
proceeding initiated by the filing of the application 
shall accompany each application as an exhibit thereto 
and, if necessary, shall be modified to reflect any 
amendments to such application. 
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(h) Definition of Application. - For purposes of this 
rule, an “application’’ means any application for an 
order of the Commission under the Act other than an 
application for registration as an investment adviser. 


Rule 0-5. Procedure With Respect to Applications and 
Other Matters. The procedure hereinbelow set forth 
will be followed with respect to any proceeding in- 
itiated by the filing of an application, or upon the Com- 
mission’s own motion, pursuant to any section of the 
Act or any rule or regulation thereunder, unless in the 
particular case a different procedure is provided: 


(a) Notice of the initiation of the proceeding will be 
published in the Federal Register and will indicate the 
earliest date upon which an order disposing of the 
matter may be entered. The notice will also provide 
that any interested person may, within the period of 
time specified therein, submit to the Commission in 
writing any facts bearing upon the desirability of a 
hearing on the matter and may request that a hearing 
be held, stating his reasons therefor and the nature of 
his interest in the matter. 


(b) An order disposing of the matter will be issued as 
of course following the expiration of the period of time 
referred to in paragraph (a), unless the Commission 
thereafter orders a hearing on the matter. 


(c) The Commission will order a hearing on the 
matter, if it appears that a hearing is necessary or ap- 
propriate in the public interest or for the protection of 
investors, (1) upon the request of any interested per- 
son or (2) upon its own motion. 


(d) At the tirre of filing an application under the Act, 
the applicant or applicants shall pay to the Commis- 
sion, in the manner specified in paragraph (b) of Rule 
203-3 under the Act, a total fee of $150, no part of 
which shall be refunded. This fee shall not be required 
where a single application is filed under both the Act 
and the Investment Company Act of 1940. 


(e) Definition of Application. - For purposes of this 
rule, an ‘‘application” means any application for an 
order of the Commission under the Act other than an 
application for registration as an investment adviser. 


Rule 0-6. Incorporation by Reference in Applications. 


(a) A person filing an application may, subject to the 
limitations of Rule 24 of the Commission's Rules of 
Practice, incorporate by reference as an exhibit to such 
application any document or part thereof, including 
any financial statement or part thereof, previously or 
concurrently filed with the Commission pursuant to 
any act administered by the Commission. The incor- 
poration may be made whether the matter incor- 
porated was filed by such applicant or any other per- 
son. If any modification has occurred in the text of any 
such document since the filing thereof, the applicant 
shall file with the reference a statement containing the 
text of any such modification and the date thereof. If 
the number of copies of any document previously or 
concurrently filed with the Commission is less than the 
number required to be filed with the application which 


incorporates such document, the applicant shall file 
therewith as many additional copies of the document 
as may be necessary to meet the requirements of the 
application. 


(b) Notwithstanding paragraph (a) of this rule, a cer- 
tificate of an independent public accountant or ac- 
countants previously or concurrently filed may not be 
incorporated by reference in any application unless the 
written consent of the accountant or accountants to 
such incorporation is filed with the application. 


(c) In each case of incorporation by reference, the 
matter incorporated shall be clearly identified in the 
reference. An express statement shall be made to the 
effect that the specified matter is incorporated in the 
application at the particular place where the informa- 
tion is required. 


(d) Notwithstanding paragraph (a) of this rule, no 
application shall incorporate by reference any exhibit 
or financial statement which (1) has been withdrawn, 
or (2) was filed under any act administered by the 
Commission in connection with a registration which 
has ceased to be effective, or (3) is contained in an 
application for registration, registration statement, or 
report subject, at the time of the incorporation by 
reference, to pending proceedings under Section 8(b) 
or 8(d) of the Securities Act of 1933, Section 8 (e) of 
the Investment Company Act of 1940, Section 
15(b)(4)(A) of the Securities Exchange Act of 1934, 
Section 203(e)(1) of the Act, or to an order entered 
under any of those Sections. 


(e) Notwithstanding paragraph (a) of this rule, the 
Commission may refuse to permit incorporation by 
reference in any case in which in its judgment such in- 
corporation would render an application incomplete, 
unclear, or confusing. 


(f) Definition of Application. - For purposes of this 
rule, an ‘‘application’’ means any application for an 
order of the Commission under the Act other than an 
application for registration as an investment adviser. 


* #. 6 


Rule 204-1 under the Advisers Act is presently en- 
titled ‘‘Amendments to Application.” In order to make 
it clear that that rule relates only to amendments to 
applications for registration, the Commission proposes 
to amend its title to read “Amendments to 
Applications for Registration.” 


Re. Se 


All interested persons are invited to submit their views 
on the foregoing proposals, in writing, to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549, to be received 
on or before July 15, 1976. All such communciations 
will be available for public inspection and should refer 
to file No. S$7-632. 


By the Commission. 
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George A. Fitzsimmons 
Secretary 








' Clause (F) of Section 202(a)(11) of the Advisers Act ex- 
cludes from the definition of “investment adviser’ such per- 
sons not within the intent of the definitional paragraph ‘‘as 
the Commission may designate by rules and regulations or 
order.” 


Section 206A of the Act provides as follows: 


“The Commission, by rules and regulations, upon its 
own motion, or by order upon application, may con- 
ditionally or unconditionally exempt any person or 
transaction, or any class or classes of persons, or tran- 
sactions, from any provision or provisions of this title 
or of any rule or regulation thereunder, if and to the ex- 
tent that such exemption is necessary or appropriate 
in the public interest and consistent with the protec- 
tion of investors and the purposes fairly intended by 
the policy and provisions of this title.” 


Section 210(a) of the Act provides in part as follows: 


“The information contained in any registration applica- 
tion or report or amendment thereto filed with the 
Commission pursuant to any provision of this title shall 
be made available to the public, unless and except in- 
sofar as the Commission, by rules and regulations 
upon its own motion, or by order upon application, 
finds that public disclosure is neither necessary nor 
appropriate in the public interest or for the protection 
of investors.” 


Section 211 of the Act provides in part as follows: 


“(a) The commission shall have authority from time to 
time to make, issue, amend, and rescind such rules 
and regulations and such orders as are necessary or 
appropriate to the exercise of the functions and 
powers conferred upon the Commission elsewhere in 
this title...” 


“(c) Orders of the Commission under this title shall be 
issued only after appropriate notice and opportunity 
for hearing. Notice to the parties to a proceeding 
before the Commission shall be given by personal ser- 
vice upon each party or by registered mail or certified 
mail or confirmed telegraphic notice to the party’s last 
known business address. Notice to interested persons, 
if any, other than parties may be given in the same 
manner or by publication in the Federal Register.” 
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SECURITIES AND EXCHANGE COMMISSION v. THE GEN- 
ERAL TIRE & RUBBER COMPANY, et al. (United States 
District Court for the District of Columbia) 


The Securities and Exchange Commission today announced 
the filing of a Complaint in the United States District Court 
for the District of Columbia against the General Tire & 
Rubber Company (General Tire & Rubber Company 
(“General Tire’) and Michael Gerald O'Neil (“O'Neil”), Presi- 
dent and Director of General Tire. 


The Commission also announced that the Court enterd a 
Judgment of Permanent Injunction restraining and enjoining 
General Tire and O'Neil from further violations of the anti- 
fraud, reporting and proxy provisions of the Securities Ex- 
change Act of 1934, and ordering certain other relief. 
General Tire and O'Neil consented to the entry of the Court's 
Judgment and Order without admitting or denying the 
allegations in the Commission’s Complaint. 


The Commission's Complaint alleges various violations of 
the federal securities laws in connection with: (a) the making 
of political contributions to candidates for federal and state 
offices and the making of substantial improper and illegal 
payments totalling in excess of several million dollars of 
General Tire corporate funds, including improper payments 
to officials and employees of various governments, including 
Chile, Morocco and Mexico, and improper payments to 
“consultants” in Chile, Mexico, Morocco and in connection 
with General Tire’s successful attempt to obtain removal 
from the Arab Boycott list; (b) the falsification of corporate 
books and records of General Tire; (c) the utilization of un- 
recorded and unaccounted funds, totalling several million 
dollars, in Chile, Mexico, and at least one other country (d) 
violations of foreign currency laws; and (e) the filing of 
materially false and misleading annual and periodic reports 
and proxy statements with the Commission, including 
materially false tnd misleading filings concerning the 
aforementioned matters, the maintenance of accounts in 
Akron which may have deprived non-affiliated shareholders 
of General Tire affiliate corporations of their proportionate 
share of financial benefits, and certain sworn certifications 
given to the Arab League pursuant to General Tire’s attempt 
to get itself removed from the Arab Boycott list. 


In addition to the entry of the Order of Permanent Injunction 
against General Tire and O'Neil, certain ancillary relief was 
ordered by the Court and undertaken by General Tire, in- 
cluding the following: 


1. An order enjoining General Tire and O'Neil from us- 
ing or aiding and abetting the use of corporate funds 
of General Tire or any of its affiliates or subsidiaries for 
unlawful political contributions, or other similar unlaw- 
ful purposes. 


2. An order enjoining General Tire and O'Neil from 
making or causing to be made any materially false or 
fictitious entries in the books and records of General 
Tire, its affiliates or subsidiaries, or establishing, main- 
taining, or causing to be established or maintained any 
secret or unrecorded fund of corporate monies or 
other assets, or making or causing to be made any 
payments or disbursements thereof. 


3. An order compelling General Tire to maintain ac- 





top 





@ 








top 


@ 


curate books and records and accurate supporting 
documentation for all transactions entered in the 
books and records of General Tire, and to provide the 
Commission with continuing access to such documen- 
tation in connection with a number of matters. 


4. The establishment of a Special Review Committee 
of the Board of Directors of General Tire, consisting of 
five independent members of the Board, and the 
retention of a Special Counsel, Richard F. Stevens, of 
the Cleveland, Ohio law firm of Baker, Hostetler and 
Patterson. The Committee and its Special Counsel 
have been authorized to conduct an extensive in- 
vestigation into (1) the use of corporate funds for un- 
lawful political contributions, gifts, entertainment or 
other expenses related to political activity; (2) the use 
of corporate funds for improper payment to govern- 
ment officials and employees, foreign or domestic; (3) 
the establishment and maintenance of, and. transac- 
tions in, any secret or unrecorded funds; (4) the use of 
agents and consultants for unlawful or improper pur- 
poses; and, (5) such other matters as may be revealed 
during the course of the investigation. 


The Report of the Special Committee shall be submitted to 
the Court and the Commission. In addition, the Board of 
Directors shall independently review the Report and will 
take such action as it deems appropriate with regard to the 
findings and recommendations contained in the Report. 
Also, the Report shall be filed with the Commission as an 
Exhibit to a Current Report on Form 8-K for the month in 
which the Report is submitted to General Tire’s Board of 
Directors. 


The Commission reserves the right to seek such further relief 
as may be necessary or appropriate to insure that General 
Tire has complied with and implemented the Court's decree 
and General Tire’s various undertakings. 





Litigation Release No. 7387/May 10, 1976 


SEC v. JL. MEAD & COMPANY, METROPOLITAN 
ADVISERS CORPORATION, JOHN L. MEAD, ADVISERS 
FUND, INC., COLUMBUS FUND, INC. AND J. ROGER 
PEARSALL (S.D. OHIO EASTERN DIV., CIV NO. C-2-75- 
777) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office of the Securities and Exchange Commission, 
announced that on May 10, 1976 the Honorable Joseph P 
Kinneary, U.S. District Judge for the Southern District of 
Ohio, Eastern Division entered final judgments of permanent 
injunction against J.L. Mead & Company, Metropolitan Ad- 
visers Corporation, John L. Mead, Advisers Fund, Inc., 
Columbus Fund, Inc., and J. Roger Pearsall, permanently 
enjoining: 


1) J. L. Mead & Company from violations of the anti- 
fraud provisions of the securities laws; the investment 
advisory contract provision and the self-dealing 


provisions of the Investment Company Act of 1940; 
and the record keeping and reporting provisions of the 
Investment Advisers Act of 1940. 


2) Metropolitan Advisers Corporation from violations 
of the anti-fraud provisions of the securities laws; the 
self-dealing. provisions of the Investment Company 
Act of 1940 and the record keeping and reporting 
provisions of the Investment Advisers Act of 1940. 


3) John L. Mead from violations of the anti-fraud 
provisions of the securities laws; the ineligibility of 
certain affiliated persons provision, the investment ad- 
visory contract provision, the election of directors 
provision, the self-dealing provision, the distribution 
and redemption provision, the record keeping provi- 
sion and the falsification of reports provision of the 
Investment Company Act of 1940; and the record 
keeping and reporting provisions of the Investment 
Advisers Act of 1940. 


4) J. L. Mead & Company, Metropolitan Advisers Cor- 
poration and John L. Mead from engaging in acts and 
practices which constitute breaches of their fiduciary 
duties owed to Advisers Fund, Inc., Columbus Fund, 
Inc. or any other registered investment company 
within the meaning of the Investment Company Act of 
1940. 


5) Advisers Fund, Inc. from violations of the anti-fraud 
provisions of the securities laws and the self-dealing 
provision, the distribution and redemption provision, 
the record keeping provision and the falsification of 
reports provision of the Investment Company Act of 
1940. 


6) Columbus Fund, Inc. from violations of the anti- 
fraud provisions of the securities laws and the election 
of directors provision, the self-dealing provision, the 
record keeping provision and the falsification of 
reports provision of the Investment Company Act of 
1940. 


7) J. Roger Pearsall from violations of the ineligibility 
of affiliated persons provision of the Investment Com- 
pany Act of 1940. 


J. L. Mead & Company, Metropolitan Advisers Corporation, 
John L. Mead, Advisers Fund, Inc. and Columbus Fund, Inc. 
consented to the above judgments without admitting or 
denying the allegations of the Commission's complaint. The 
judgment against Mr. Pearsall was entered by default after 
he failed to answer the complaint. 


See also Litigation Release No. 7162. 
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S.E.C. V. PREMIER OIL & GAS, INC. ET AL., (U.S.D.C. 
UTAH, CENTRAL DIVISION, CIVIL ACTION NO. C-76-85) 
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Robert H. Davenport, Administrator of the Denver Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on April 22, 1976 the Honorable Willis W. 
Ritter, U.S. District Judge at Salt Lake City, Utah, entered an 
order of permanent injunction against Albert M. Auernig, 
Bountiful, Utah. 


The injunction prohibits Albert M. Auernig from violating the 
antifraud provisions of the Federal securities laws in connec- 
tion with the offer and sale of fractional undivided working 
interests in oil and gas leases in Premier Oil & Gas, Inc., 
Bohach No. 1, Borrego Creek Prospect, Wilson County, Tex- 
as, or any other securities of any issuer whatsoever. 


Defendant Auernig consented to the injunction without ad- 
mitting or denying the allegations in the Commission’s com- 
plaint. 


For further information see Litigation Release No. 7340. 





Litigation Release No. 7389/May 10, 1976 


U.S. v. APPLE VALLEY ENTERPRISES, INC., (D. ARIZONA, 
CR 76-147-JUC) 


William C. Smitherman, U. S. Attorney for the District of 
Arizona, Gerald E. Boltz, Administrator of the Los Angeles 
Regional Office, and Robert H. Davenport, Administrator of 
the Denver Regional Office of the U. S. Securities and Ex- 
change Commission, announced that on April 16, 1976 the 
Honorable William C. Frey, U. S. District Judge for the 
District of Arizona, fined Pioneer National Trust Company of 
Arizona $20,000. The fine was imposed after Pioneer 
National Trust Company had entered a plea of nolo con- 
tendere to two counts of a 47 count indictment. The two 
counts to which the plea was entered charged that Pioneer 
National Trust Company had violated the registration 
provisions of the Securities Act of 1933, as amended, in 
connection with the offer and sale of investment contracts 
issued by Pioneer Trust No. 10890 for the benefit of Apple 
Valley. After the fine was imposed, Pioneer National Trust 
Company was dismissed out of the remaining counts of the 
indictment. 


LuVerne Meyer, who also had been charged in the same in- 
dictment, on April 5, 1976 entered a plea of guilty to an in- 
formation charging him as an accessory after the fact in sell- 
ing investment contracts issued by Pioneer Trust No. 10890 
for the benefit of Apple Valley in violation of the registration 
provisions of the Securities Act of 1933, as amended. The 
sentencing of Mr. Meyer has been postponed; however, he 
has been dismissed out of the indictment. 


The trial of the other defendants charged in the said indict- 
ment in scheduled to commence on July 7, 1976. 


For further information, see Litigation Release No. 7334. 
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Litigation Release No. 7390/May 10, 1976 
SEC v. Gulf States Energy Corp., et al. (N.D. Tex.) 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced that on May 4, 1976, Federal District Judge 
William M. Taylor, Dallas, Texas, entered an order of perma- 
nent injunction by consent enjoining Robert Lee Arnett, 
Dallas, Texas, from further violations of the federal securities 
laws. 


Previously, on April 27, 1976, Judge Taylor entered orders 
of permanent injunction by consent enjoining Gulf States 
Energy Corporation and Royal D. Russell, both of Dallas, and 
Harold R. Malone, Fort Worth, Texas, from similar violations. 


The defendants consented to the entry of the above orders 
without admitting or denying the allegations contained in 
the Commission's complaint. 


The Commission's complaint was filed on September 23, 
1975, alleging violations of the registration and antifraud 
provisions of the federal securities laws in connection with 
the offer and sale of fractional undivided working interests in 
oil and gas leases issued by Gulf States Energy Corporation. 


For further information see Litigation Releases Nos. 7106, 
7189 and 7202. 
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S.E.C. v. PINEHURST MORTGAGE AND LOAN CORP., et al. 
(M.D., N.C. - C-74-248-R) 


Jule B. Greene, Administrator of the Atlanta Regional Office 
of the Securities and Exchange Commission, announced that 
on April 26, 1976, the Honorable Eugene A. Gordon, Judge 
of the U.S. District Court for the Middle District of North 
Carolina, entered an order permanently enjoining defendants 
Frederick N. Boswell, Savannah, Georgia, and Howard Hern- 
don, Atlanta, Georgia, from violations of the anti-fraud 
provisions of the federal securities laws. 


The Commission's complaint, filed August 14, 1974, alleged 
that the violations occurred in connection with the offer and 
sale of investment notes issued by Pinehurst Mortgage and 
Loan Corporation (Pinehurst), Southern Pines, North 
Carolina. Boswell and Herndon consented to the entry of the 
Judgment without admitting or denying the allegations of 
the Commission's complaint. 


On April 16, 1976, Pinehurst filed a petition in the United 
States District Court for the Middle District of North Carolina 
seeking reorganization under Chapter X of the Bankruptcy 
Act. John A. Huffines of Greensboro, North Carolina has 
been appointed Trustee for the company. 


For further information see Litigation Releases Nos. 6485 
and 6663. 
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Litigation Release No. 7392/May 11, 1976 


SECURITIES AND EXCHANGE COMMISSION v. 
EMERSONS LTD. et al., (United States District Court for the 
District of Columbia) 


The Securities and Exchange Commission today announced 
the filing of a Complaint in the United States District Court 
for the District of Columbia seeking injunctive and ancillary 
relief against Emersons Ltd. (‘Emersons’), a corporation 
with principal offices in Maryland which operates ap- 
proximately 42 restaurants in 9 states and in the District of 
Columbia and two former officers, John P. Radnay (’Rad- 
nay’) and Eli Levi (‘Levi’). Radnay, Emersons’ largest 
shareholder, was until recently the chairman of the board 
and president of Emersons. Levi until recently was the 
treasurer and executive vice president of Emersons. 


The Commission also announced that the Court entered 
Judgments of Permanent Injunction and Ancillary Relief 
restraining and enjoining Emersons, Radnay and Levi from 
further violations of the anti-fraud provisions of the 
Securities Exchange Act of 1934 ("Exchange Act’) and the 
Securities Act of 1933 (Securities Act’) and the reporting 
and proxy provisions of the Exchange Act and ordering cer- 
tain other relief. Emersons, Radnay and Levi consented to 
the entry of the Court’s Judgments without admitting or 
denying the allegations in the Commission's Complaint. 


The Commission’s Complaint alleged that Emersons and 
Radnay received substantial payments of monies from 
Ballantine Brewing Co., a wholesaler of Joseph Schlitz 
Brewing Company and Falstaff Brewing Company in order 
to induce Emersons to purchase their products for resale in 
its restaurants. According to the Complaint some of the 
payments to Emersons were made indirectly, the payments 
to Radnay were made in cash and false entries were made in 
order to conceal detection of the payments. Most of the 
payments to Radnay were not recorded in Emersons’ ac- 
counting system and a substantial amount of those 
payments were used by Radnay for non-business related 
purposes. 


The Complaints also alleged that unlawful payments 
aggregating $14,400 were made to Emersons by a producer 
of liquor, a producer of wines, and a distributor of liquor all 
located in the East. To conceal these payments, Emersons 
sent false billings to those suppliers for fictitious services 
and transactions. 


The Complaint further alleged that Radnay in order to con- 
ceal the use of a part of the payments from one beer supplier 
for his own purposes at the end of 1974 falsified certain of 
Emersons’ records and made false statements verbally and 
in correspondence sent to agents of the Bureau of Alcohol, 
Tobacco and Firearms and gave false testimony with respect 
to the payments to the SEC. In addition Radnay caused 
Emersons to issue a false and misleading press release with 
respect to the payments. In order to support his testimony in 
the SEC investigations, Radnay aided by Levi, caused 
employees of Emersons to falsify additional records and to 
prepare false affidavits, copies of which were given to the 
Internal Revenue Service and later withdrawn by the Com- 
pany. 


The Complaint further alleged that Emersons failed to dis- 


close in various filings with the Commission the use of sub- 
stantial amounts of Emersons’ funds by Radnay and ap- 
proximately $9,000 by Levi for home improvements and 
other uses accruing to their personal benefit. In connection 
with the improper use of these funds, Radnay and Levi caus- 
ed false entries to be made in Emersons’ accounting records 
in order to show the funds as being used for improvements 
in restaurants operated by Emersons. In addition, it was 
alleged that they and others received merchandise and other 
benefits from the company without charge. 


The Commission's Complaint further alleged that Emersons’ 
financial statements for the 1974 and 1975 fiscal years, the 
interim periods in the 1975 fiscal year and the income state- 
ment for the first quarter of Emersons’ 1976 fiscal year were 
false and misleading. After the end of the 1974 fiscal year, 
Emersons overstated reported net income by improperly 
capitalizing about $100,000 in advertising costs which had 
been expensed during the year, in order to achieve projec- 
tions of income previously issued by the Company. 


The Commission’s Complaint further alleged that the un- 
audited quarterly financial statements of Emersons during 
the 1975 fiscal year were false and misleading in that 
among other things, the reported earnings were contrived to 
meet previously published projections rather than reflect ac- 
tual results of operations. 


In connection with the 1975 fiscal year financial statements, 
according to the Complaint, Radnay and Levi caused year 
end meat inventories to be overstated by about $200,000, 
accounts payable to be understated by about $200,000 and 
pre-tax income to be overstated by about $400,000 in con- 
nection with a shipment of meat shortly before the end of 
the year. 


The Commission further alleged that the 1975 fiscal year 
financial statements were false and misleading in that ad- 
ditional costs were improperly capitalized including substan- 
tial amounts of advertising and computer software costs, at 
least $100,000 representing an insurance claim was im- 
properly included in the accounts receivable balance without 
disclosure, the accounting method used for inventory valua- 
tion was changed from that used in 1974 without dis- 
closure, and various items in year-end inventory were ar- 
bitrarily increased. 


The Commission’s Complaint further alleged that shortly 
after the end of the first quarter of 1976 fiscal year, Radnay 
and Levi, in order to increase the reported income, caused 
the reversal of about $180,000 of costs which had been ex- 
pensed during the quarter. The Commission also alleged that 
Emersons also improperly capitalized about $50,000 of 
costs which had been expensed during the quarter and failed 
to disclose the use of an accounting method in the treatment 
of lease maintenance costs inconsistent with that previously 
used. 


The Commission further alleged that Emersons filed with the 
Commission and disseminated to its shareholders and the 
public false and misleading annual reports for fiscal years 
1974 and 1975, quarterly reports for 1975 and the first 
quarter of 1976, proxy statements for the 1973, 1974 and 
1975 annual meetings, various press releases and a 
registration statement filed in January 1976 which has not 
been declared effective. 
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In addition to the entry of the Judgments of Permanent In- 
junction against Emersons, Radnay and Levi enjoining them 
from violating the anti-fraud, reporting and proxy solicitation 
provisions of the federal securities laws, certain ancillary 
relief was ordered by the Court including the following: 


(1) Enjoining Emersons from making or causing any 
false or fictitious entries on its books and records or in- 
ducing others to submit any false invoices or other 
claims to Emersons or from entering into 
arrangements involving unlawful payments of money 
or other value; 


(2) Requiring Emersons to appoint and maintain on its 
Board of Directors three additional independent direc- 
tors, satisfactory to the Commission and approved by 
the Court, and to appoint as replacements for any pre- 
sent board members who cease to serve as directors, 
such addtional independent directors in order that 
such directors constitute a majority of Emersons’ 
Board of Directors. Emersons is also to maintain an 
Executive Committee of the Board a majority of whose 
members are to be the independent directors. The 
Board of Directors is to appoint a new chief executive 
officer and chief financial officer for Emersons 
satisfactory to the Executive Committee who have had 
no prior affiliation with the Company or, if so affiliated, 
are not indicated in the Report of the Special Counsel 
referred to below to have been involved in the matters 
alleged in the Commission's Complaint; 


(3) Requiring the appointment of a Special Committee 
to the Board of Directors, three of the four members of 
which are to be selected from among the independent 
directors to be appointed. The Special Committee is to 
have responsibilities and authority concerning finan- 
cial reporting; review of releases and communications 
with the public, press and shareholders; accounting 
and control policies; selection of auditors; the 
recommendation to the Board of Directors of the 
resolution of claims against and status of persons 
associated with Emersons who may be involved in the 
matters alleged in the Commission’s Complaint; and 
procedures and policies to prevent the improper use of 
cash or other assets; and 


(4) Requiring a majority of the independent directors 
to appoint a Special Counsel. The Special Counsel is 
to investigate the matters alleged in the Complaint 
and other matters he deems appropriate: make an ac- 
counting; file a report of his findings with the Court; 
and, with the approval of the independent directors 
and other directors found not to have been involved in 
Or responsible for the matters alleged in the 
Complaint, take appropriate action including the in- 
stitution and prosecution of suits on behalf of Emer- 
sons. The Judgment also provides for correction of 
Emersons’ filings with the Commission and restricts 
Emersons’ dealings in the future with Radnay and 
Levi. 


The Judgment entered with respect to the Defendant Rad- 
nay, in addition to the injunctive relief previously mentioned, 
enjoins Radnay from serving as an officer or director or in 
any managerial capacity with or make any policy decisions 
of Emersons or in the absence of prior consent of the Com- 
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mission and leave of the Court, for a period of three years 
from serving as an officer or director of any other public 
company. The Judgment further restricts access to cash or 
other assets of Emersons and orders Radnay to make an ac- 
counting and pay over to Emersons such monies and other 
assets of Emersons used for his benefit. Radnay, who is the 
principal shareholder of Emersons, is further ordered to 
place all Emersons’ securities owned or controlled by him in 
a voting trust to be controlled by an independent trustee 
selected by him and approved by the Commission for a 
period of five years but he is not prohibited from selling or 
pledging his securities. In addition, Radnay who is a lawyer 
resigned from practice before the Commission and agreed 
not to practice before the Commission without prior Com- 
mission approval. 


The Judgment with respect to Levi, in addition to the injunc- 
tive relief previously mentioned, enjoins him from serving for 
a period of two years as chief financial or executive officer of 
Emersons or any other public company in which his duties 
encompass preparation or filing of reports with the Commis- 
sion. Although Levi may continue to serve as a director of 
Emersons, the Judgment restricts his actions and may re- 
quire his resignation depending upon the findings of the 
Special Counsel and subsequent decision of the Board of 
Directors. Levi is, in addition, ordered to make an accounting 
and pay over to Emersons such monies and other assets of 
Emersons used for his benefit. The Judgment further places 
certain restrictions on his access to corporate monies or 
assets. In addition Levi, who is an accountant, has agreed 
not to practice before the Commission, provided that after 
two years, he may apply to the Commission to practice. 


The Commission stated that it has already suspended 
trading in Emersons common stock and that the suspension 
will expire at midnight, May 16, 1976. The Commission 
cautions brokers and dealers to be alert to the fact that, pur- 
suant to Rule 15c2-11 under the Exchange Act, at the ter- 
mination of the trading suspension no quotation may be 
entered unless and until they have strictly complied with all 
of the provisions of said rule. 





Litigation Release No. 7393/May 13, 1976 


S.E.C. v. The Rovac Corporation, Inc. Civil Action No. (United 
States District Court for the District of Columbia) 


The Securities and Exchange Commission (‘Commission’) 
today announced the filing of a complaint in the United 
States District Court for the District of Columbia against The 
Rovac Corporation (“Rovac’), Bond, Richman & Co. Inc., 
('Bond Richman’), Stanley A. Morgenstern 
(“Morgenstern”), Thomas C. Edwards (‘Edwards’), Dennis 
Caterine (Caterine”’), and John A. Wert (“Wert’’), alleging 
that the defendants variously violated Section 10(b) (anti- 
fraud provision) of the Securities Exchange Act of 1934 
(“Exchange Act’) and Rules 10b-5, 10b-6 and 10b-9 
thereunder and Sections 5(a), 5(b) and 5(c) (registration 
provisions) of the Securities Act of 1933 (‘Securities Act’’) 
in connection with transactions in the securities of The 
Rovac Corporation. 
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The complaint alleged that in connection with the 28 day 
“all-or-none” offering of Rovac securities in October 1974, 
Rovac, the issuer, Bond Richman, the underwriter, 
Morgenstern, its principal and Chairman of the Board, 
Edwards, President and Chief Executive Officer and a direc- 
tor of Rovac, and Caterine, a director of Rovac, engaged ina 
scheme to defraud investors by among other things, 
representing that the securities were offered on an “‘all-or- 
none” basis while engaging in certain non bona fide sales of 
Rovac securities including certain sales which were com- 
pany financed or guaranteed against loss by the underwriter. 


The Commission's complaint also alleged that by virtue of 
the above described parking transactions the offering did not 
close on the purported closing date, but rather continued un- 
til the parked securities had been sold to the public and that 
in this interim period Bond Richman through Morgenstern, 
aided and abetted by Rovac, Edwards and Caterine purchas- 
ed Rovac securities of like class and series as thoe in the dis- 
tribution, thereby violating Section 10(b) of the Exchange 
Act and Rule 10b-6 thereunder. 


The Commission's complaint further alleged that Bond 
Richman, Morgenstern, Edwards, Caterine and John A. 
Wert, also a director of Rovac during the relevant period, 
violated Sections 5(a) and 5(c) of the Securities Act by offer- 
ing for sale and selling Rovac Securities without complying 
with the registration requirements of the Securities Act. 


Simultaneously with the filing of the Commission's action, 
the defendants consented to the Entry of Final Judgments of 
Permanent Injunction as prayed for in the Commission's 
complaint, without admitting or denying the allegations con- 
tained therein. 


In additio:, the Commission has instituted an Order for 
Proceedings and Imposing Remedial Sanctions against 
Bond Richman, the underwriter and a_ broker-dealer 
registered with the Commission pursuant to Section 15(b) of 
the Exchange Act, and Morgenstern, its Chairman of the 
Board. The imposition of the following sanctions were con- 
sented to by the two respondents, without admitting or 
denying the allegations of the Order for Proceedings: (1) as 
of opening business on May 17 1976, Bond Richman is 
suspended from engaging directly or indirectly, in any un- 
derwriting activities whatsoever for 180 days; and (2) as of 
opening of business on May 17 1976, Morgenstern is 
suspended from association with any broker-dealer, invest- 
ment company or investment adviser for a period of 90 days 
and thereafter suspended from engaging directly or indirect- 
ly in any underwriting activities whatsoever for an additional 
90 days. 
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